a 
te 








+ 
~* 











Digitized by the Internet Archive 
in 2022 with funding from 
Kahle/Austin Foundation 


https://archive.org/details/creditmanagement0000unse_o6x3 





CREDIT 
MANAGEMENT 


By 
EMERY E. OLSON, A.M. 


Associate Professor of Economics and Director of Metropolitan 
Division, School of Commerce and Business Administration, 
-University of Southern California 


And 


J. W. HALLMAN 


Credit Manager, Sun Oil Company; Director, Philadelphia 
Association of Credit Men; Author, ‘Organizing the Credit 
Department” 


we 


THE RONALD PRESS COMPANY 
‘7: NEW: YORK 


Copyright, 1925, by 


Tue Ronatp Press Company 





All Rights Reserved 


e 2 ee oF ® . 
2 ¥ cs, > 
ef ae 4 
é , at oe 
. > 
a . ° * ix Oe LC 
. > . a? * 
« * @ 6 
. e i 
® © « 


PATI 


OSes 


OS 
Cop 


PREFACE 


This work sets forth the details of credit mechanisms and 
credit practice in their relation to the fundamental conceptions 
of business organization and management. 

Credit goes to the root of every business, every profession, 
every political body. The huge annual losses on credit exten- 
sions offer ample proof of the need of better practices in this 
vital function of modern business. As these losses are ulti- 
mately borne by the consumer through price-loading, the subject 
becomes an economic problem of prime importance. No one 
can count himself fully equipped for the business and profes- 
sional world who has not a thorough knowledge of the guiding 
rules and principles in the extension of credit and the proper 
redemption of credit through prompt payment of accounts. 
On the other hand, the man who successfully manages credits 
and collections gets a breadth of business knowledge that equips 
him for the very highest positions. 

Largely, however, because of the recent and rapid develop- 
ments in the credit field, the principles and practice worked 
out by successful credit managers have not as yet been organ- 
ized in a form which is available to the learner. Too often, 
when the man who has built up the department is promoted, 
his successor must in his turn pass through a long and often’ 
painful process of apprenticeship. This volume seeks to give 
the young man preparing for credit work the guidance he needs. 
The material it contains is the outgrowth of actual experience 
in the management of a credit department. The organization 
is the result of experience in handling college classes in the 
subject. Beginning with the social concept of credit the dis- 
cussion is narrowed, first, to the relationship of credit to other 
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business activities and functions; then to the more intimate 
study of the relations of the credit department to the business 
unit; and finally to the details of departmental operation. 

It is the belief of the authors that the presentation here given 
will be of value not only to the future credit man but to all 
young men who contemplate having a business of their own, 
and particularly to all students in schools of business admin- 
istration. To aid the student to visualize more clearly the prin- 
ciples and procedure explained, the text is supplemented with a 
number of practice problems, taken from the credit files of 
business houses throughout the country. The aim has been 
to set up these problems in a form which will not puzzle the 
student but come within his natural achievement in connection 
with careful study of the text. 

Grateful acknowledgment is made to the officers of the 
National Association of Credit Men and the officers and mem- 
bers of the Los Angeles and Philadelphia Credit Men’s Associa- 
tions, whose courtesy and interest furnished inspiration as 
well as content material; and to Messrs. A. F. Stepan of the 
Western Wholesale Drug Company; C. M. Rude, Assistant 
Vice-President of the Citizens National Bank of Los Angeles; 
Ralph E. Sperry, Credit Manager of the Security Trust and 
Savings Bank; Ralph Mathison, of Burr, Conrad and Broom, 
commercial paper brokers; and E. V. Ryan, of the National 
City Company, Philadelphia. Sincere appreciation is expressed 
also for assistance and inspiration on the part of many business 
and professional associates. 

Emery FE. OLson 


J. W. HaLtMan 
April 6, 1925 


CONTENTS 


Part I—Basic Considerations 


CHAPTER PAGE 
I Relations of Credit to the Economic Order . . . I 
rey es Ole CPedit sic. uy esi ie kina Kerth 1) Be eee at 10 

Prime Net AseS Oru fedity.. i... us) 4k Aare oe eee 16 

BINGE TCCIt a CINSG ene ck ok oe gst nara cee 24 

GPRS CCit MISE UMNONUS Foo gt un sol ein ene hem areata Of 35 

We Legal Aspects of Credit Instruments... .. 5 = 52 


Part II—Sources of Information and Its Analysis 


polen ine. Personal Intenview a. csc. & cca 6) a> 63 
VIII Mercantile Agencies, General and Special. . . . 69 
enme-eaver  INterChianeere. cs. ve. ou! oe et ae el ees 89 
X Cooperation Among Credit Men. ...... . 116 
XI Miscellaneous Sources of Information... . . 125 
XII The Financial Record and Its Interpretation . . . 134 


XIII Analytical Comparisons of Significant Ratios . . 165 


Part I1I—The Credit Department 


XIV _ Personnel in the Credit Relationship... ... 183 
XV_ The Organization of a Credit Department . . . . 196 
RViY Credit) Department “Procedure! 68. avs 3 85 2X2 
XVII Analyzing the Results of Credit Department Man- 
Evel a GO aa ole 16, gl ee! Sl agoro s 225 
XVIII Relation of Credit Management to General Man- 
oki ch eee Le) ie nd ks ee A eae ene I 235 


Part IV—Completing the Credit Transaction 


Cee eC ONCCLHMIS st PT ye we Malia GUE ec Sele 243 
Peer ONECHOI I POCEGUEG ih ely dein 5s Vel 3 os 250 


vi CONTENTS 


CHAPTER PAGE 
XXII -Trade A busesvand, Credit Ethics =. 2 9. 269 
DS egal Remedies eaters. oe ee ee 281 
XXIII Adjustments, Extensions, Compositions... . . 297 
XIV “Receivership-and Bankruptcy... 2 see 310 
XXV_ Special Protection for the Credit Relation. . . . 330 


Part V—Credit Problems in Special Fields 


DOV f cSpecial*Veatures ot Retail; Credit. =e ee 341 
XXVII_ Installment Sales and Collections. . ...... 357 
XXVIII Distinctive Fundamentals of Bank Credit. . . . 368 

XXIX The Commercial Paper Market and the Note 
BLO le ie Meas tras Sk aes 379 


XXX _ Factoring and the Discounting of Receivables . . 388 
XXXI. Foreign Credit 


PROBLEMS. Vance rtvsd. eg Ot, Geen eee 401 


LIST OF ILLUSTRATIONS 


Fic. PAGE 
eeem CL editaGhiaitiweter Meee wc hha ecb. hs ae eat oes i eee eee II 
Zea CHCC KM Mires Lad ee ee meee hod WUE ONE ieee 4! 
Bae RC Cd a ChCChs Main Mama oaks fem DoE ya en BD 41 
dk “IFEMRISES Ieuisecche (Ore GPG haa me eG see ae ee 44, 45 
peCommerctalivettersor reditw sees ss soe aie sx, che ee 47 
GweRraderAcceptance:sme stains bl nice en ees & aG. steer do 
yepucdrersinterchangex Horm. “syle sis oe eee un 4 ene ee 93, 94 
Sue LAd Cm LIGU Vat RE DOrtmepenmci ah is. circ nha chic oy tes de bean eae 96 
Cae Vlg token @a 0 Crete Mtr Praca! eye No. Meets fa ch tu aR 8 saat ane 97 
LOMA OUDSchbers: Inguirvewlicket a. ¢ 4s sie a = Ge eoece «ee 98 
DaSUDScriben smReplya Since tenn some. atte faa aN A eyes a 99 

11. Sample Report of Credit Interchange Bureau of National Associa- 
LlOUmO im Leite Ven eek penal woMt i, stint vets). che en ean 10! 
Home VOntiivamlerstings Reports ssw ctet <2 ls sw «5. aie) cht sree eee 104 
Bi MMINeCUCStELOL me KOPELty 1 SCAG ay Site cos, «ue cei ss se) cee eee es 110 
Te Mee etna ote Collectiony mame sees as toes se assure nts ee eeia 112 
Pom oalesinans Ieport on. a specialized Line.) ; 2... 2... e466 +s 127 
Topoalesmans Report on Typical Businessi.. . .... 5... 5s 128 
17. Statement Form Adopted by the National Association of Credit Men 139 
18. Form used by Federal Reserve Banks—Farmers. ....... 140, I41 
19. Form used by Federal Reserve Banks—Firms -......... 142, 143 
20. Form used by Federal Reserve Banks—Corporations. . .... 144, 145 

21. Form Adopted and Recommended by the National Association of 
(Greditwe lena nk etic eae oe ae Meee re edo lls 5 crcoarat ees 146, 147 
22. Property Statement—Envelope Form. ...........-. 148, 149 
DomOroanizationvor a Credit Department =) ...2.)-) = « ee 6. C08) 
EAM Stistomner SulkeCOrd,, SMeet yo ciuc eet aigen eu oy a) 8 Se Geynel © en si seue Oo 6 Biy 
rm Ockepeenveloper MOLI «2.87 cencm edicts tele, is aes dels elareute e205 
POMOUSTOMEL SA CTCUIC eCard aisha we Gatsl co Poutol te. .clsa! ss el ee ences 205 
BraminiterdepaLtinents Notication sh Orimueiss) 3) Geis 6) 6) le ne 32 4206 
DS, Rares Swtep wet Obes Sey oko ola la G wr Eto mc CMe ae aia PoE cies 4c 213 
2g), Bararan an ING (CTS GHOS 6 oo no OG Gis quo deo Om poe one 214 
Bom emitianices Memoranduin maemo eien series) ol 8c 6) ere) 215 
are, JOG ein Gs! COuWeintsea Oe Ge 4760 6 @ Ges onoeoe neo Oe cuG 217 
api, Ikra Store PGhoGKes; NGG 5 6 6 oO G0 8 oD ORONOEcuUed ld Oc 218 
aa, Notihcation-of an Order Held .,. . 2... « Geb aac oede ae terme 773 


Vili 
Fic. 
34. 


35: 
36. 


37- 
38. 


39. 


LIST OF ILLUSTRATIONS 


PAGE 
Notification of Order Released or Rejected ........... 222 
Monthly sReportetrom: branch’ Offices-aea te sen er 237 
Monthly Summary Form for Assembling Branch Office Reports . . 238 
Chart Showing Assembled Branch Office Reports. ........ 239 
Hormpton Checking sDarlyai Collections armel mrme en mene ee 240 
ornietor @redite Departments std starrer iistsite mnie unset mremnes 241 


CREDIT MANAGEMENT 


Part I.—Basic Considerations 


CEA Tisha 


RELATIONS OF CREDIT TO THE ECONOMIC 
ORDER 


Credit Defined.— What is credit? The world of today is 
organized on a basis which, in the majority of cases, makes it 
undesirable for one person to render a return in kind or money 
at the time the first transfer of value is made. (Credit in the 
business world refers to that which is accepted in lieu of goods 
or money.) One person believes that another will pay in the 
future. 4The business success and the economic welfare of a 
community depend not alone upon the production of great 
quantities of cotton, live stock or grain, or even upon the 
skillful organization of productive factories or commercial 
enterprises, but also upon the intelligent creation of that more 
or less intangible relationship known as credit and upon the 
wise direction of those mutual and cooperative activities which 
make it possible to coordinate financial needs with financial re- 
sources. 

(From the point of view of the credit manager of an enter- 
prise, the person who acts as the executive in charge of the 
opening and closing of-credit relationships, or, as he calls them, 
credit accounts, credit is not necessarily opposite in character 
to the cash itself which comes over the counter.) Much of so 
called cash is credit currency, representing the credit of na- 
tions expressed in currency, One might even follow this 
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analogy to a point where the credit department would be con- 
sidered the mint of a house busily engaged in turning out 
credit specie in the shape of open book accounts and other 
forms of credit, back of which is the reserve of the credit 
seeker’s assets. 

Various definitions of credit as used in business have been 
given. Joseph French Johnson has said, “Credit is the power 
to obtain goods or services by giving a promise to pay money 
or goods on demand or at a specified date in the future.” * 
Alexander Wall gives a longer definition, “Credit is the power 
to secure the present transfer of the ownership of wealth ex- 
pressed or measured in dollars or other monetary standard, by 
a promise of the buyer to pay an equivalent at a future time, 
based on the confidence of the seller in the ability and willing- 
ness of the buyer to meet such obligations promptly.” Stanley 
F. Brewster calls credit a “Process whereby the use of capital 
is transferred from one party to another, measured in amount 
by the recipient’s power to borrow on the one hand, and the 
confidence reposed in his paying propensities on the other.’’ ® 
J. H. Tregoe, Secretary-Treasurer of the National Association 
of Credit Men and a business economist of note, has looked at 
credit from another point of view, preferring to see in it a 
power, and to consider this power as the substitute for cash in 
a credit transaction. Thus the buyer gives credit instead of 
cash and the seller agrees to accept this power called credit in 
lieu of a cash payment, expecting to return the power called 
credit when payment is made. 

The virtue of a consideration of a number of definitions 
lies in the fact that we come to appreciate the various angles 
of the subject and the reader can now formulate one which 
covers the field involved in this study. Credit may be said to 


refer to that relationship which comes into existence when one 
1 Johnson, Joseph F., Money and Currency, p. 9. 


2Wall, Alexander, Analytical Credits, p. wa 
® Brewster, Stanley F., Legal Aspects of Credit, p. 4. 
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of the two exchanges in an exchange transaction is deferred, 
the basis of that relationship being such that there is confidence 
in the deferment. 


The Field of Credit Economics.—Among all men where 
confidence prevails and within those geographical limits where 
the relations of men are such that one trusts the other to pay 
in the future, there will you find the credit relation existing. 

Professor Richard T. Ely defines Economics as “the science 
which treats of those social phenomena that are due to the 
wealth-getting and wealth-using activities of man.” * This is 
another way of saying that it is a study of man in his efforts to 
create desirable goods which he can exchange for another kind 
of goods to satisfy his varied wants. The exchange process is 
the one which gives rise to credit transactions and so the study 
of credit economics includes a study of those economic prin- 
ciples which tend to strengthen business judgment in relation 
to all those economic processes arising out of the exchange re- 
lation. 

Of the four main categories of the subject of economics: 
Production, Consumption, Exchange, and Distribution, the 
third or Exchange is the one principally involved, though all 
the others are closely related. Business is said to embrace the 
forces that create economic goods, transport them from place 
to place, distribute them, and increase them, just as in the story 
of the ten talents. The credit business involves any postpone- 
ment on one side of the exchange, and all activities forming a’ 
part of that transaction. 

Credit itself is to be distinguished from the forms which 
arise out of credit transactions. To know the legal implications 
of the notes, checks, and other records, does not necessarily 
mean that the principles underlying the operations involved, are 
also known. This point was emphasized by J. Laurence 


Ely, Richard T., Outlines of Economics, p. 4. 
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Laughlin, who said, “Economic and legal conceptions should 
be carefully kept apart. The actual transfer of goods is the 
essential economic part of the credit operation; the promissory 
notes, drafts, bills of exchange, book entries, and the like are 
merely the evidence of the credit transactions which have been 
used to facilitate, in a greater or lesser degree, repayment, and 
they differ from each other greatly in business convenience 
and legal force.” * 


The Credit Executive —{In modern business enterprises 
all questions involving credit transactions are settled under the 
direction of the head of the credit department, known as the 
credit manager) The credit manager thus finds himself in the 
center of the economic stage with questions of production, 
consumption, exchange, and distribution before him. Though 
technically he is held responsible only for those situations aris- 
ing in the field of exchange, yet when the success or failure of 
a business enterprise is analyzed, he finds that his decisions on 
credits have permeated all departments of the business and 
have involved all fields of economics. The factors of produc- 
tion did or did not operate on a one hundred per cent efficiency 
basis depending on whether or not the credit manager made the 
proper decision. As the various factors of production clamor 
for their share of the product, the public is happy or dis- 
contented depending upon whether or not there is confidence 
abroad in the justice of the decisions of the grantors of credit. 
' Rent, interest, wages and profits are but the names of the 
various portions of the total product created by human activity. 
The creation of the general income is facilitated or hindered, 
as the case may be, by credit policy. The credit man who sells 
to the ultimate consumer on a credit basis, finds himself the 
center of an activity which presupposes the enjoyment of the 
goods before payment is made. 


5 Laughlin, J. Laurence, Principles of Money, p. 75. 
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Origin and Development of Credit—The definitions in 
the first paragraphs indicate in some measure the beginnings of 
credit. Early exchanges were carried on with barter as an 
intermediary. Cash transactions imply that two exchanges of 
wealth take place at one time. The credit transaction implies 
that one exchange has been deferred. 

It is easy to picture the first instances of credit when one man 
shared with his neighbor the results of the day’s hunt, with the 
understanding that repayment was to be made sometime in the 
future. A study of the development of law indicates the 
changes in credit transactions. The Pandects, published by 
Justinian in the early part of the sixth century, confirmed in 
the Basilica, the reformed code promulgated by the Basilian 
dynasty in the tenth century, indicate the growth of credit as 
a business force. 


The Relation of Credit to Wealth.—If we accept eco- 
nomic value as meaning exchange value, and credit is given in 
exchange for goods, it seems at first that value has been created, 
but this credit on the basis of which an exchange has taken 
place is only representative of value. We all know that as the 
margin of economic value becomes less and less, a credit arising 
out of that economic value becomes more and more undesir- 
able. Ina way, credit is a measure of wealth. At the moment 
credit has been received no more wealth has been created though 
the facilities for the creation of such wealth may have been 
greatly increased. The idea that credit is wealth has been re- 
sponsible for many mistakes of business judgment and credits 
have been pyramided one upon the other until the thin founda- 
tion of real value gave way and liquidation demands revealed 
the difference between real value and representative value. 

This conception was well emphasized, though the state- 
ment must be qualified, by a leading economist, John Stuart 
Mill, who said that “Credit has a great, but not, as many people 
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seem to suppose, a magical power. It cannot make something 
out of nothing. How often is an extension of credit talked of 
as an equivalent to a creation of capital, or, as if credit actually 
were capital. It seems strange that there should be any need 
to point out that, credit being only permission to use the cap- 
ital of another person, the means of production cannot be in- 
creased by it, but only transferred; that is, the borrower’s 
means of production are increased by the credit given him, that 
of the lender are correspondingly diminished, as the same 
capital cannot be used as such, both by the owner, and also 
the person to whom it is lent.” ® 

It must be remembered, however, that while the means of 
production which pass from one person to the other in a credit 
transaction remain the same in the hands of the debtor as in 
the hands of the creditor, yet the possibility of greater pro- 
ductivity through the use by one rather than by the other 
furnishes the motive for the exchange. The fact that credit is 
not wealth has been emphasized by comparing credit to the 
positive and negative poles of a battery. For every debit there 
isacredit. Neither the positive pole nor the negative would be 
effective alone. It is the relationship between them which se- 
cures results. Credit is not wealth. It is the relationship exist- 
ing between buyer and seller which proves to be desirable. The 
positive and negative poles are not valuable in themselves. 
It is the relationship between them which is sought and this 
relationship makes greater satisfaction of human wants 
possible.” 


Services of Credit in the Modern Economic System.— 
There is no need to go into detail as to the percentage of credit 
business and cash business. It is sufficient to say that probably 
85% of all retail and wholesale business is done on credit. The 


® Mill, John Stuart, Principles of Political Economy, p. 


, 09. 
7 Adapted from a comparison made by Roland Young, bredit Manager, Ventura 
Refining Company, 
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amount varies in various communities and under differing con- 
ditions, being affected by (1) the need for a medium of ex- 
change, (2) the degree of certainty of being able to realize on 
the obligation of the debtor, (3) the objective ability to pay as 
revealed by the presence or lack of facilities for quick and ac- 
curate transmission of the facts. These involve both moral 
and legal confidence. Every step in civilization has demanded 
more in the nature of credit service and at the same time has 
made possible an increase in the number and scope of credit 
transactions. 

The relationship of credit to capital is especially important. 
“It is as an instrument for the transfer of capital that credit 
is most useful to mankind. By capital, the economist means all 
those forms of wealth—all those goods, such as_ tools, 
machinery, raw materials, and food stuffs—which men use in 
the production of new wealth. These often belong to men 
who have neither ability nor desire to utilize them, and would 
go to waste or lie idle if our modern credit system had not 
been developed. This enables men of brains, energy, and 
skill, whom economists call entrepreneurs (1.¢., men who under- 
take enterprises) to get possession of a country’s capital and 
devote it to productive uses.” ® 

Thus, on the one hand, we find the process of production 
being lengthened by the introduction of more highly capitalistic 
methods and the greater extension of ‘territory over which 
commerce is carried. On the other hand, credit was found 
increasingly necessary, for it proved to be of advantage to the 
individual and to the nation, and with every step in civilization 
came an increased number of credit transactions. To the 
individual, loans for consumption purposes are often desirable 
and necessary. Credit for a college student makes an educa- 
tion possible. A monthly charge account keeps food and 
clothing available until the pay check comes in. Thirty days’ 


8 Johnson, Joseph F., Money and Currency, p. 36. 
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time for the retailer enables the use of sales receipts for pay- 
ments on purchases and so the man of small capital finds it 
possible to go into business. 

A man who is to inherit a million dollars at fifty years of 
age finds credit helpful in securing earlier enjoyment of his 
riches. Credit of this character benefits two classes of people, 
the borrowers, who might otherwise have no incomes now, and 
the lenders, who might otherwise expect to have no incomes, or 
a smaller income, in the future. Production requires the factors 
of production, land, labor, capital and management. Few men 
have all of these. A man with management ability may borrow 
a portion or even all of the others and thus he can make a suc- 
cess. The fact that he makes a success implies that he has 
created something of economic value in an efficient way. 
Society is the richer and the nation has prospered. Land, 
capital and human resources then find their way into the control 
of the more efficient users because credit enables the individual 
to overcome the handicap of a lack of capital. 

Mention of the importance of credit as a part of the medium 
of exchange must not be omitted, though a complete discussion 
of that function is not to be included here. One has only to 
compare the total of bank clearings of the United States with 
the total amount of actual money in circulation to see how in- 
significant is the amount of money. In one week ending July 
28, 1923, the average daily bank clearings were $1,077,- 
783,042 and the money in circulation on August I, 1923, was 
$1,490,391,084. Bank clearings, of course, represent only 
one part of the total of credit transactions, yet the daily bank 
clearings were almost as great as the amount of money. 
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TYPES OF CREDIE 


The Credit Chain and Production Processes.—We have 
seen that credit enters into most of the many transactions 
taking place in the production and consumption of goods. 
From the point of original production to the point of ultimate 
consumption, a large group of people participate in the various 
transfers involved. Many of these participations are of a 
credit character. For instance, take the case of wheat from 
its production to its point of consumption as flour. The 
farmer buys machinery, and promises to pay when the wheat 
is harvested. He sells the wheat to a broker and receives a 
promise of payment when the wheat is milled. In some cases 
the broker may have advanced money to the farmer to grow 
his crops. The broker in turn delivers the wheat to the miller 
and receives a promise to pay. The miller delivers the flour 
to the wholesaler; the wholesaler delivers it to the retailer; 
the retailer sells it to the ultimate consumer, who, like as not, 
“charges” it. In each case the vendor received only a promise 
to pay, usually in the form of a promissory note. In the 
meantime the farmer needs his money—the credit chain is 
strained. At this point the banks and financing companies 
step in, and by lending money on the notes, they “carry” the 
financial burden until the money is received from the sale of 
the flour and passed back along the chain. This strain may 
occur at different points along the credit chain. The broker 
finds that he is short of cash at certain intervals and could 
do more business if for a time he had a greater amount of 
capital available. The bank loans him the money to carry 
him over the peak of his activity. The manufacturer finds 
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that he cannot always control his purchases and sales so as 
to conform to available working capital, and so, when new 
supplies of raw material come in or when he is waiting for 
payment on seasonal goods, banks grant him credit. The 
wholesaler and retailer are both affected by much the same 
conditions and find in the bank an institution which draws its 
funds from one group of individuals at the time of surplus 
and loans to others at time of need. Not all the businesses 
within the radius of a bank’s activities need funds at the same 
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Figure 1. The Credit Chain 


time. The balances of some increase while those of others 
are low. The bank becomes a reservoir of credit available for 
the time of shortage. 

In order to make this more plain a rough pictograph of the 
situation involved has been drawn. It is not intended as an 
exact presentation in detail but as an approximate indication 
of general principles underlying the respective relations. It 
also serves to call attention to the close relation between credit 
and the economic organization of today. 


Retail Credit— When the individual purchases something 
for himself in a retail store and asks permission to take the 


1 BASIC CONSIDERATIONS Pel 


article with him or have it delivered at his home on the basis 
of his promise to pay, we say there has been an extension of 
retail credit. In all cases the term retail credit refers to credit 
relations where one party is the ultimate consumer, whose 
wants are directly satisfied thereby. It is generally repre- 
sented by records on the books of the retailer who charges his 
customer until payment is made. In the retail credit chain, 
the ultimate consumer is found functioning as the last link. 
Ultimate purchasing power of the reliable customer gives the 
basis for retail credit. 

It is also to be remembered that upon the functioning of 
ultimate purchasing power depends the payments necessary 
to complete all the transactions to bring the goods from the 
original producer. When the consumer pays, the retailer can 
pay, and then the wholesaler can meet his obligations to the 
manufacturer. This is the one kind of credit justification 
which has been questioned. Merchandising with and without 
credit has been successful and the retailer must study the con- 
ditions surrounding his own business before deciding that a 
certain credit policy is correct. Local conditions must give the 
answer, together with a consideration of the type of organiza- 
tion of the retailer. 


Commercial or Mercantile Credit—wWhen the retailer re- 
plenishes his stock of goods from the jobber or whole- 
saler we speak of any credit relations arising as being mer- 
cantile in character. Likewise other links in the chain of pro- 
duction processes, such as brokers, manufacturers, jobbers and 
original producers often make use of mercantile credit and 
thus we speak of the various links in the credit chain. The 
farmer, miner, or cattle raiser often needs money to grow a 
crop, get the product from the mine, or feed young cattle, 
and so many times he gets a temporary loan from the broker 
or manufacturer, This he often does through the aid of his 
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own banker. The manufacturer often finds himself in need 
of funds as well as under the necessity of granting extensions 
of time to wholesalers and so he often meets the situation by 
a factoring agreement, particularly in some lines of trade. 
Thus any credit extended, by those engaged in one process of 
production, to another person with the idea in mind that pay- 
ment is ultimately to be made through the sale of the com- 
modity itself, is mercantile in character and may be described 
as self-liquidating. 

In the ordinary channels of trade there is thus set up an 
automatic system of payment which, if abuses are not allowed 
to creep in, tends to a healthy condition of business. It is 
not intended that commercial or mercantile credit is to be ex- 
tended for the purchase of fixed capital such as buildings or 
equipment, but rather is it to allow payment for the “stock in 
trade” which is to be sold in the regular run of business. It 
is presumed that the time of this credit is based on the time 
of turnover of goods and not upon the life of the goods as may 
often be the case in connection with investment credit. This 
has given rise to the customary limitation of commercial credit 
loans of banks to thirty, sixty, or ninety days. Commercial 
credit loans are ordinarily short time loans, and investment 
credit loans are ordinarily long time loans. 


Investment Credit—Up to this point we have dealt with 
only two kinds of credit, so far as fundamental nature is con- 
cerned,—commercial and personal. There is a third kind of 
credit the nature of which is widely different. Many serious 
mistakes in credit work have been made because of a failure 
to recognize existing differences. Investment credit refers to 
that which is used for the purchase of fixed assets, such as 
land, buildings, machinery, etc. Its distinctive characteristic 
lies in the principle underlying the plan for its repayment. It 
is not intended that the assets themselves are to be sold and 
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the proceeds used for payment, for it is not self-liquidating as 
is a commercial loan, but through the use of these assets in 
a productive way profits are to accrue and gradually the debt 
is to be wiped out. 

To be more concrete, it is easy to see that the farmer might 
need a new barn; the miner, some hoisting machinery; the 
cattle raiser, some wire fencing; the manufacturer, some new 
machinery ; the wholesaler, or jobber, a new warehouse; or the 
retailer, a new delivery truck. None of these things could 
properly be the subject of commercial credit but would prop- 
erly be the subject of investment credit. That is to say, it is 
not intended that these fixed assets are to be sold and the pro- 
ceeds used for payment but that through their use more pro- 
duction is to take place, and profits are to be made which will 
pay for the investment at a later date. The credit manager 
must always be on his guard to see that when he extends 
~ commercial credit, it is used for the purpose intended and 
that the funds made available by such extension of credit are 
not diverted into fixed assets. 

This treatise will discuss primarily commercial or mercantile 
credit with attention given to bank credit and retail credit only 
in connection with those aspects which differentiate them from 
the former. 


Bank Credit.—This deserves special treatment only because 
great financial institutions have been set up to deal in mer- 
cantile or commercial credit and make it available to a larger 
number of producers. The credit is still commercial in char- 
acter though the channels through which it operates are 
different. The diagram indicates the position of the bank. If 
at any time the various links in the credit chain find the strain 
too great for their own resources, they may, with the proper 
showing, receive aid from a banking institution which has 
gathered together the surplus resources of other firms and now 


Ch. 2] TYPES OF CREDIT 15 


stands ready to distribute them where needed. The bank takes 
up the strain of the credit relation. It functions in connection 
with every link of the chain. 

Banks not only extend credit but they get credit from other 
institutions. In order to meet the needs of their customers 
they must make use of banking credit. Some of the credit 
is obtained in a manner peculiar to banks. In connection with 
their loans they create obligations, transferable in nature, in 
the form of bank notes or deposits. Credit extension is per- 
haps the chief function of a bank. The commercial bank 
specializes in short term loans which are self-liquidating in 
character. 
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CHAPTER TH 
THE BASES OF CREDIT 


Analysis of the Credit Risk—A real understanding of 
credit involves far more than a mere definition. It presup- 
poses a knowledge of the bases upon which credit is founded. 
In business we hear various terms used in connection with the 
creation of a credit account, such as passing credit, granting 
credit, approving credit, extending credit, etc. It makes little 
difference what particular term is used. The bases for the 
extension or creation of credit constitute the really important 
factors. 

To lessen the amount of credit illiteracy is one of the 
tasks of the credit man. Chapter I on the “Relations of Credit 
to the Economic Order” has indicated the fundamental rela- 
tionship of credit to the economic organization through which 
production, consumption, exchange, and distribution function. 
The present day business man finds himself a part of an auto- 
matic mechanism which is given up to buying and selling. 
In the deferment of payment on the part of the buyer, all the 
questions relating to credit which an outline of the subject has 
indicated are raised. 

The fundamental bases upon which this deferment of pay- 
ment rests are the bases upon which credit transactions can 
take place. Credit granting today does not depend upon the 
caprice or estimate of any one individual. No one base is 
capable of unlimited expansion. There are fundamental con- 
siderations which classify credit transactions as legitimate or 
illegitimate, depending upon the results obtained after using 
the proper “‘measuring stick.” The problem involved in the 
proper classification of legitimate and illegitimate credit trans- 
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actions is now recognized as one of the more important fac- 
tors in the hectic fluctuations of prosperity and serious periodic 
depressions common to economic history. 

In the development of credit analyses and in the writing 
of credit literature it has long been the custom to think of the 
three C’s of credit, and there is probably no better way to 
secure for the credit student a clear understanding of the 
foundations upon which a sound credit structure can be reared 
than to discuss character, capacity and capital. There is a 
fourth “C” of credit, particularly important to the banker— 
collateral, which may be called “the second line of defense.” 


Material and Moral Bases of Credit.—These bases of 
credit may be said to be of two kinds—moral and material. 
The moral side concerns “character,” and there are certain 
questions in connection with this which must be satisfactorily 
answered before credit is granted. Who is the credit seeker? 
How does he pay his bills? In other words, is the buyer or 
borrower willing to pay? 

“Capacity” and “capital’’ are the material bases of credit 
granting. Has the buyer or borrower the ability to pay when 
the time comes? What has he now? How much capital? 
What are his assets and liabilities? 

It is evident that the problem arises out of the question of 
payment at a later date. Favorable response to these questions 
establishes confidence. If every credit manager could get a 
definite answer to each of these questions, little difficulty would 
be encountered, but there are few clear-cut answers to any 
business proposition. This results in serious problems for the 
credit grantor. 


Character and the Moral Risk.—The question of arrang- 
ing the four C’s of credit in the order of their importance 
always divides credit men into two or more groups. Many 
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rate capacity and capital as high as character or even higher. 
On the other hand, there is one point upon which we all agree 
and that is that no one wishes to do business with a “crook.” 
In that sense, at least, character is the most important. AeA sé 
Morgan’s famous maxim, which has almost become the basis 
for an axiom for credit granting in America, has done much 
to crystallize this sentiment. Though it must be said that 
while he loaned a million dollars to the man who had not a 
cent in the world, he also knew at the time that the man 
possessed capacity. 

Character forms so important a part of the subject of 
credit and collections that it is impossible to place too much 
emphasis upon it. Doubtless, every one who applies for credit 
believes he has character in superabundance, but this is a ques- 
tion upon which the credit man must pass judgment. Since 
character has to do with the moral risk, it is oftentimes 
intangible in comparison with capacity and capital. All of 
those characteristics which we call attributes of personality are 
difficult to classify. 

As an index of the applicant’s character we like to know 
something about his habits of life and the relation between 
his personal income and his personal expenditure. We are 
interested in his family connections; his wife and her habits, 
desires and social ambitions. We like to know the propor- 
tion of time spent in productive activities and pleasure seeking, 
and whether that time which is devoted to pleasure seeking 
tends to weaken or strengthen capacity for work. We are con- 
cerned with his methods of doing business, his truthfulness, 
punctuality, respect for business engagements, attitude toward 
the ethical standards of his line of business, and his attitude 
toward community enterprises. 


Capacity and the Intelligence Factor.—It has been pointed 
out that character is essential to the granting of credit— 
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character that begets confidence in the buyer’s willingness to 
pay his obligations at some future date. But this confidence 
must extend farther than the mere belief that the borrower 
will, on his implied or expressed promise, meet his obliga- 
tions. Honest men are found in the poorhouse. Honest men 
are included among those who, at the age of 65, are dependent 
upon relatives. In the long run, character without capacity 
never serves the community and seldom serves the individual. 
Capacity to do something which is of service to the community 
is essential to success. Therefore, it is the duty of those who 
grant, extend or create credit to ascertain enough facts con- 
cerning the ability of the credit seeker to make confidence in 
his character concrete and sure. 

Many men of incompetence, who are misfits in business, 
apply for the extension of credit—men who cannot keep a 
check account straight, who are illiterate, who have not the 
slightest conception of accounting methods, or of the com- 
mercial laws entering into transactions. The result of their 
inability is partially evidenced by the annual commercial losses 
through business failures. 

When these losses are surveyed, the questions often asked 
are, (1) “Why?” (2) “How can this enormous loss be 
stopped?” The credit man can play an important part in 
the answer to that second question, for it is upon the credit 
man that the granting of credit depends. When he makes 
his investigation, he must be sure that business ability is pres- 
ent, and that the credit seeker has the intelligence to apply him- 
self in such a way that society will pay him for what he does. 

The ability of the credit applicant should be both financial 
and technical. His financial ability may be measured by his 
standing at his bank, his buying and selling habits, and the 
number of attractive discounts taken. From the technical 
standpoint, the skill or lack of skill with which his business is 
carried on, the care with which questions of competition have 
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been met and answered, and the opinion of the community in 
which his business is located, are indices of the borrower’s 
capacity. 

The wide spread movement of popular education, the tre- 
mendous popularity of college education, the immeasurable 
influence of adult education in all of our large population cen- 
ters, and the economy with which the best information can 
now be secured in magazines and periodicals, all tend to raise 
the level of intelligence throughout the country, reflecting in 
a favorable way upon questions of credit and the problems 
connected therewith. | 


Capital and the Financial Record.—By the term “capital” 
is meant produced goods used in the further production of 
economic goods. Capital goods include buildings, machinery, 
tools, and all those implements in our modern life which have 
been produced, not for consumption, but for the production of 
other economic goods. These are the things which make our 
capitalistic form of production possible. The business man, 
when he speaks of his “‘capital,’”’ usually has reference, not to 
the capital goods themselves, but to the money which the goods 
represent. When the credit manager investigates a business 
man’s capital, he is directly interested in all those economic 
resources through the use of which the applicant can create 
wealth to pay his bills. 

The credit manager wants to know how much the man 
responsible for the success of the business has at stake. He 
also wants to know whether or not the capital that is indicated 
is large enough for the business which he is attempting to con- 
duct, and, in the case of a particular obligation, the credit man- 
ager wants to be sure that at the time the obligation comes due, 
funds will be available in proper form to meet it. He wants 
to know whether the capital was inherited, whether it is money 
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made in a previous period in some disreputable line of activity, 
or whether it is money earned by hard, conscientious work. 

The facts concerning capital as one of the bases upon which 
credit is to be granted are found in the accounts,—generally 
in the form of the profit and loss statement and the financial 
statement. These records are analyzed by the credit manager 
and deductions drawn which lead to the conclusions upon 
which the credit judgment is based. Because this is such a 
tangible method, some credit men place greater reliance upon 
it in the granting of credit than upon either character or 
capacity. Others think that as a rule, capital presupposes 
character and capacity. Further consideration will be given 
later on to the financial record. 


Collateral, the Second Line of Defense.—Collateral has 
been included as one of the bases for credit because, in so 
large a proportion of our credit transactions, collateral is used 
as security for the payment of the loan at the time due. Banks 
particularly make a large proportion of their loans on the basis 
of collateral. This arises from the fact that banks have a 
peculiar relationship to the community in which they are or- 
ganized in that they must keep liquid reserves large enough 
for all current needs. 

To loan on collateral is to grant the use of money for a 
period of time, asking the borrower to give as security listed 
or unlisted bonds and stocks, bills of lading, warehouse receipts 
or trust receipts representing merchandise, or real estate. As 
a basis for credit, collateral, of course, is naturally satisfactory. 
If the margin is sufficient to take into consideration market 
fluctuations, and the collateral itself is sound, the credit man- 
ager finds little to disturb him when loans are made on this 
basis. As a special feature of bank credit a further discus- 
sion of this topic will appear later. 
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External Factors Bearing on the Bases of Credit—The 
factors previously discussed may be classified as imternal in 
that they refer to those characteristics of good and bad credit 
risks which are an integral part of the individual or firm 
asking for credit. There are other influences affecting credit 
which may also be termed as basic, though they are external. 

Dr. John Whyte has grouped them under the heading of 
business movements,’ and classified them as of two types: 
(1) regularly recurring seasonal movements, (2) oscillating 
movements of business as a whole, commonly known as the 
business cycle. He points out that a knowledge of these two 
movements is essential to a correct estimate of willingness and 
ability to pay in the future, in that business is not static, 
and capital and capacity cannot be evaluated identically in slack 
and active seasons, to say nothing about periods of depres- 
sion and prosperity. 

Seasonal variations are not difficult to understand, but their 
significance is often forgotten. Agriculture, in all of its 
forms, is seasonal. Indirectly, it touches every economic activ- 
ity in America. However, the severity of the seasonal varia- 
tions is offset by the fact that the different localities have their 
periods of seedtime and harvest at varying times throughout 
the year, and the credit system does not have to carry the strain 
at any one season. 

It must be remembered, however, that in particular cases, 
this seasonal variation is often marked and each credit risk 
must take the full brunt of the situation, for certain districts 
and communities are often dependent on single industries for 
their support. Arrangements to make pay periods coincide 
with each other, so that money is coming in at about the time 
payments ought to be made, both in relation to the nature of 
the industry and the seasonal characteristics of the particular 
line, have assisted materially in strengthening the credit risk. 


1 Whyte, John, Credit Monthly, March, 1923, p. 15. 
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The second external movement, that of the business cycle, 
has a very vital relation to credit. Since the coming of capi- 
talistic production, business has experienced periodic changes in 
business conditions, shifts from prosperity, through liquida- 
tion, adjustment, improvement, to prosperity again. It is not 
possible to forecast with absolute exactness either the length 
or intensity of these movements. Business science, however, 
in the form of statistics, is able to study fundamental data, and 
so give a definite enough idea of the periods to enable busi- 
ness men to take warning or encouragement, and to know 
when to expand and when to contract credit and volume of 
business. 

Because the credit man must always think in terms of the 
future, it is vital to him to know whether six months hence 
will be a period of prosperity or a period of depression. If 
payments fall due during prosperity, they are likely to be 
made, while payments whieh fall due during depression are 
likely to be frozen at the time when payment should be made. 

So it is evident that the oscillations which constitute the 
business cycle are of utmost importance to the credit man; 
and that the external bases of credit have a vital part in the 
granting of credit, equal almost to that of the internal bases. 
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CHAPTER IV 
CREDIT TERMS 


Nature of the Business.—In Chapter II we indicated the 
existing conditions which bring about the substitution of credit 
transactions for cash transactions in the economic processes of 
production by means of which the raw materials of nature 
finally satisfy the wants of the ultimate consumer. There is 
no more sensitive aspect of credit than that relating to terms. 
In our definition of credit we found that time was‘ an esscn- 
tial element. The question of credit terms is a .question of 
time. The business efficiency of a community is often measured 
by the strictness or lack of strictness with which such terms are 
followed in every-day transactions. Often communities and 
even large sections of a nation compete in credit terms rather 
than on a basis of service rendered. 


Meaning of Terms.—The terms of the credit relationship 
involve in general the length of time between purchase and 
payment, and also specify the methods of payment. As a rule, 
the time element has two alternatives. A certain length of 
time—for instance, 60 days—is given until the whole bill is 
payable. It is usually specified that if the account is settled 
within a shorter time—for instance, in ten days—a certain 
percent will be deducted from the total amount of the bill. 

The following terms are some of those in common usage, 
terms with which every business man should be familiar: 

(1) %2% 10 days to 4% 10 days. These terms indicate 
that a discount varying from 14% to 4% will be allowed on the . 
invoice if the account is paid within ten days from date of such 
invoice. 
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(2) %% io days to 4% 10 days N 30 to N 120 days. This 
also means that a discount of 4% to 4% will be given if the 
account is settled within ten days from date of invoice, but 
also that the final date of payment, if no discount is desired, 
will be from 30 to 120 days. It is usual, of course, to allow a 
larger discount if the invoice is paid at once. For instance, 
one might quote as follows: 6% 10 days, 5% 30 days. 4% 60 
days, 2% 90 days. This indicates clearly that the discount 
offered decreases as time lapses. 

(3) 1% 10 days to 2% 30 days’ extra to 60 days’ extra may 
be explained as follows: In certain lines of business it is 
found advisable to allow 30 or 60 days’ extra credit on a ship- 
ment of goods. For instance, 1% 10 days 30 extra means that 
the buyer may deduct 1% from his invoice if it is paid 10 days 
after the 30 day period, or, at the end of 4o days. By virtue of 
trade custom, if a merchant pays for the merchandise ten days 
after day of purchase, he is entitled to an additional discount 
of 1%. On June 1, A buys $1000 of merchandise from B on 
the terms 2% 10 days—6o extra. The buyer may discount the 
invoice 2% if he pays it at the end of 70 days, August io, but 
if he pays at the end of 10 days, June 10, he may deduct an 
additional 1%. Also, it is trade custom to allow the deduction 
of interest at the rate of 6% per annum from the net amount, 
(invoice minus discount) if the account is settled at any time 
between June 11 and August 10. If the account is not settled 
by the end of the seventy day period, August 10, the purchaser 
is not legally entitled to any discount but in many instances 
he would be allowed to deduct the discount if interest at the 
rate of 6% per annum were added for the additional time. It 
would appear then that the 2% is more of a mask for the selling 
price than a discount and that the real discount is the 1% al- 
lowed if the bill is paid within 10 days. 

In this case “extra’’ refers only to time, and is not to be 
confused with the other meaning, namely: “extra’’ discount. 
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The following is an example: A wholesaler sells a retailer a 
certain amount of goods. Later, but previous to settlement, he 
finds out that the retailer is in financial difficulties. He then 
goes to him and offers a discount of 1% if the bill is paid at 
once, thus offering him “extra” discount for the immediate 
closing of the account. 

(4) 2% toth proximo. In some lines of business where 
merchants are buying goods every day, it is very inconvenient 
to pay invoices every day in order to take advantage of the 
discount. For this reason, many firms quote 2% Ioth prox., or 
e.o.m. (end of month). This signifies that 2% discount will be 
allowed on the purchase price of a commodity if the account is 
paid by the tenth of the month following the date of purchase. 
In this way merchants are allowed to group transactions for 
an entire month and take the discount on all merchandise bought 
during that time if the account is paid by the roth of the 
month following. 

That these terms vary from date to date is shown by the 
following statement from the Treasurer of the Borden Stove 
Company, Philadelphia : 

In the archives of the Bordeu Stove Company was recently 
found a catalogue of the vintage of 1862 issued by a competitive 
stove manufacturer. That there has been a marked change in 
terms of credit in the last fifty-eight years is indicated by the 
terms set out in the catalogue, as follows: 

“All bills under $50. payable January 1 and July 1, without dis- 
count. 

“All bills under $50. payable January 1 and July 1, without 
discount at four months, unless otherwise agreed upon. 

“All bills bought after July 1st payable one-half January Ist, 
the balance to be settled for by note at three months. 

“Cash Discount five per cent.” 


(5) C. B.D. means Cash Before Delivery, and is the term 
used for all ordinary cash transactions. 


(6) C. O. D. means Collect on Delivery or Cash on De- 
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livery. When sales are made to poor risks in a line of business 
where C. O. D. terms are not customary the credit manager 
attempts to protect his house from loss by requiring the buyer 
to pay cash at the time of delivery. Sometimes the buyer re- 
fuses to accept the goods unless credit is extended, and then the 
seller must either acquiesce or pay return charges. If it is the 
real intention of the seller not to extend credit on C. O. D. 
terms, he should demand currency or a certified check in pay- 
ment. 


Factors Governing Length of Net Terms.—There are 
several fundamental factors which determine the length of net 
terms granted. W. H. Steiner, while acting as Chief of the 
Division of Analysis in Research of the Federal Reserve 
Board * classified these factors as follows: 


(1) The underlying factors, having do do with 
a. Nature of the commodity 
b. Pay-day habits 
c. Geography 

(2) The marketing system, whereby the article is brought 
from producer to final consumer. 

(3) General competitive conditions under which the sale 
takes place. 


Nature of the Commodity.—It is evident that the nature 
of the commodity has a great deal to do with the terms of pay- 
ment. According to Mr. Steiner? four points must be con- 
sidered in this connection: 


(1) Whether the sale involves a large or small amount. 

(2) Whether the article is preservable or perishable. 

(3) Whether it is standardized or subject to changes in 
fashion or style. 

(4) Whether it is for seasonal or for recurrent use. 


1Steiner, W. H., Mechanism of Commercial Credit, p. 18. 
2 Tbid., p. 19. 


8 BASIC CONSIDERATIONS ; ret. I 


A sale which involves a large amount of money calls for 
greater discounts and longer terms. The degree of perishability 
has a great effect on credit terms. This may be illustrated in 
the case of fresh meats. They are very perishable and must 
therefore have a quick turnover. Because the commodity can- 
not be taken back for non-payment, the terms must be short. 
Standardization may refer either to price or quality. Ifa 
product is standard, it is possible to buy it from day to day in 
smaller amounts. Also, if better known, it needs less display. 
Orders may be taken, instead of keeping a large stock on hand, 
from which customers may select All these characteristics 
tend to make terms shorter. There are some standardized com- 
modities, such as farm implements, where terms are long, but in 
this case, other factors enter in to influence the length of the 
terms. In general it may be said that the greater the standard- 
ization of a commodity, the shorter the credit terms. The 
seasonal character of goods also affects the terms of credit. 
In the cotton producing sections of the South, credit payments 
are required in relation to the marketing of the crop. The 
“general store’ of the Southern community often “carries” 
the cotton grower from one season to the next. In general, it 


may be stated that seasonal commodities require long credit 
terms. 


Pay-day Customs.—Terms of payment must often be ad- 
justed so that they coincide with pay-day. In communities 
where pay-day comes on the first of the month, or on Saturday 
night, the length of terms will be shorter than under other 
conditions where the income is more irregular. Where the 
business activities are diversified, pay-day does not have a great 
effect upon terms, but where industry is specialized or localized, 


terms must be arranged to suit the time when most persons 
receive their pay. 
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Geographical Considerations.—Allowances must be made 
for the time it takes to ship a consignment of goods from one 
part of the country to another. When merchandise is shipped 
thousands of miles, as often happens today, a longer time is 
consumed than when merchandise is shipped a few hundred 
miles. Naturally, longer terms are granted to the far-away 
customer. On the other hand, the means of transportation 
also have their effect on the terms. Because of fast transporta- 
tion a commodity may reach its destination sooner than another 
commodity which is shipped a shorter distance, but consumes 
more time in transit. In such a case the credit terms will de- 
pend on the time and not on the distance. 


Marketing Problems.—The purchaser of a commodity, as- 
suming that he is a dealer, either buys in such quantity that he 
has a stock of goods, or buys for immediate sale. His market- 
ing problem depends on the size of the purchase, and the length 
of time it will take to dispose of the goods. If the goods are to 
be disposed of at once, the credit terms will be short; if, on 
the other hand, they constitute a stock to be sold slowly, the 
terms will be longer. 

Where strong competition exists among sellers or buyers, 
credit terms are affected. If there is competition among the 
sellers, each one will make concessions to the buyers, in order 
to get the business, and the terms to buyers will be easier than 
would otherwise be the case. If, instead of competition, there 
is organization among the sellers, the terms will be less advan- 
tageous to the buyers. 


Datings.—Other types of variations in credit terms are 
common. Among these is that of dating, by means of which 
an additional period for payment is given. The date of pay- 
ment is set by an agreement to begin counting time from a cer- 
tain date. It is an outgrowth of the necessity of making con- 
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cessions to certain buyers. There are four different types of 
datings: season datings; deferred datings; datings on ship- 
ments to distant territories; and extra datings. 

Season datings are those which arise out of the seasonal 
nature of the business. For instance, wholesalers of dry goods 
generally take orders and ship goods 30, 60 or go days before 
the season in which the goods are to be sold. The credit terms 
begin on a set date, such as April 1 or May 1 in the spring, 
and thus give the retailer an opportunity to get the goods in on 
his shelves and sell them in the proper season without being 
called upon to pay for them in advance. It is to be re- 
membered that such credit terms in the dry goods business are 
quite common. ‘Season datings most frequently specified are 
April 1 and October 1, in general for shipments made prior 
to two months before the dating, thus being February 1 and 
August I for the datings given, after which time the regular 
60 days’ extra terms are given. Certain houses, however, 
employ other season datings, in particular May 1 and November 
1, for the general line, while several instances of earlier datings, 
such as February 1 and March 1, and August 1 and September 
I, were also noted. Orders bearing the season dating in general 
carry no further dating, although in certain cases 60 days 
extra was also given, mainly by houses having the earlier season 
datings and practically nullifying the same.”’ § 

Mr. Steiner * quotes the following resolution of the Paint 
and Varnish Credit Club in which the advantages of seasonal 


dating to the seller are given with a suggestion of some of the 
difficulties involved: 


Whereas, for a number of years the paint and varnish manu- 
facturers have offered spring datings for orders placed in the fall 
for shipment during fall and winter months, and 

Whereas, this privilege was offered for two reasons: 


® Federal Reserve Bulletin, Vol. 6, p. 800. 
4Steiner, W. H., Mechanism of Commercial Credit, p. 58. 
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First. To keep the plants running and the employees on full 
time during the winter months. 

Second. To avoid congestion in the plants during the busy 
spring months, and 

Whereas, this very liberal attitude of the manufacturers has 
resulted in the abuse of the privilege through the dealers placing 
a great many small orders, evidently for immediate consumption, 
with the expectancy of spring datings; therefore it is 

Resolved, that this practice be stopped and that where it has 
been customary to grant spring datings, the manufacturers limit 
the privilege to one complete stock order, to be shipped at the 
option of the manufacturer after November I. 


By deferred datings is meant those arising when manu- 
facturers take orders for goods and arrange to ship them at a 
definite date in the future. Thus the dating is set on the date 
of shipment, and shipment is not to take place until some time 
in the future though the purchase has been made earlier in the 
season. It is reported that in the millinery braid industry 
buyers take advantage of the date of shipment in a way which 
enables them to get a deferred dating. “Millinery braids were 
sold to millinery jobbers and hat manufacturers upon terms of 
6 per cent 10 days, with datings of April and October 1, but 
practice as to payments is stated to be very lax. On March 1, 
1920, purchasers were advised that the season dating would be 
eliminated, and terms would be 8 per cent 1oth e.o.m. or 6 per 
cent 10th e.o.m., 60 days extra, but the effect is stated to have 
been nullified through instructions given by customers to ship 
goods on January 1, making due dates and discounts 8 per cent 
February 10, or 6 per cent April 10.” ® 

Datings on shipments to distant territories may be illus- 
trated by a practice of manufacturers who ship to the Pacific 
Coast. They find it desirable to give an extra thirty days, thus 
recognizing the time required for the transportation of goods. 
The purchaser is thus able to meet competition on the same 


6 Federal Reserve Bulletin, Vol. 6, p. 809. 
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basis as if he were only a short distance from the source of 
supply. These terms are often designated as A. O. G. terms, 
i.c., where the terms are based on date of arrival of goods in- 
stead of date of shipment. In some cases the net period is 
measured from the date of shipment and additional time only 
given for taking the discount. 

Extra datings have arisen out of competitive conditions. 
The dry goods business illustrates this type. It has been found 
desirable to extend the net terms 30, 60, or 90 days, though the 
discount is deductible if settlement is made within the time 
limit. Strictly, this term seems to be a misnomer. Instead of 
being an extension of time, this type of dating seems to be a 
shortening of a period which ran 4, 6, or 8 months. 


Discounts.—There are two distinct types of discounts— 
trade discounts and cash discounts. The trade discount is a 
method by which a manufacturer may protect a wholesaler or 
jobber from the retailer. The seller allows the jobber a certain 
discount which he does not allow the retailer. Trade discount 
is allowed from the published list or catalogue price. Thus a 
concern can change its selling price without changing the pub- 
lished price. The invoice cost entered on the books is generally 
the amount which has been secured after figuring the entire 
trade discount. For instance, if the list price of an article is 


$50, less a trade discount of 50%, 20% and 5%, the actual cost 
to the buyer is $19. 








IISEAPHICE: ioake sink i0n,ccsine aa ae $50.00 
Tess 5070 Disc.) , c.cc.0uiw ao eee 25.00 
25.00 

Isebs> 2076 Disc... oy), ac sate ee ee 5.00 

, 20.00 

Wee 85570" Disey § <.c. veces en ae 1.00 





Ch. 4] CREDIT TERMS 33 


The cash discount is a deduction from the amount of the 
bill, given because the bill is paid before due. The cash dis- 
count is always more than the interest for the same period 
would amount to, so all buyers who possibly can, take advant- 
age of it. A short table will show the importance of the dis- 
_ count. 2% 10 days, N 30, amounts to 36% per year. 


1% 10 days, net 30 days, 18% per annum 
2% 10 days, net 30 days, 36% per annum 
3% 10 days, net 30 days, 54% per annum 
3% cash, net 30 days, 36% per annum 
5% 10 days, net 30 days, go%e per annum 
8% 10 days, net 30 days, 144% per annum 
2% 10 days, net 60 days, 14.6% per annum 
3% 10 days, net 60 days, 21.9% per annum 
2% 30 days, net 60 days, 247 per annum 
5% 30 days, net 4 months, 20% per annum 
3% 30 days, net 60 days, 36% per annum 


The buyer who finds himself in a superior credit position 
is always willing and anxious to take the discount. Thus the 
seller immediately groups all of his customers into two divi- 
sions and concludes that one is a strong credit risk and the other 
a weak credit risk. Consequently he finds it possible to put 
more of his attention on the poorer credit risks who do not take 
the discount and should find an opportunity to make his credit 
work more efficient. However, if it is a premium offered, and 
to a certain extent the cash discount is a premium though the 
time and interest elements are also important, the bank finds 
that its customers are asking for money to discount their bills 
and the credit responsibility is shifted from the mercantile 
establishment to the bank. Of course, the mercantile estab- 
lishment still has a contingent liability on rediscounted paper 
or direct borrowings. 


34 BASIC CONSIDERATIONS (ee 


REFERENCES 


Beckman, Theodore N. Credits and Collections, pp. 70-83. 

Credit Man’s Diary, The 1924. Published by the National Association 
of Credit Men—Section on Terms of Sale and Table of Rates. 

Federal Reserve Bulletin, December 1919-November 1920. 

Steiner, W. H. The Mechanism of Commercial Credit, Chaps. I-VI. 
New York, D. Appleton & Co., 1922, 


GHAPTERAV 
CREDIT INSTRUMENTS 


Necessity of Written Records.—If the business man took 
part in only a few transactions each day he could remember all 
the details connected with every contract and still be able to 
control his business in such a way that at the end of the year 
he would know just where he stood financially. The present 
economic system, however, requires a successful business man 
to be a party to thousands of transactions each day—perhaps 
each hour. This has demanded a system of records complete 
in every detail, and this system of records must be created 
automatically through the very motions necessary to transact 
the business. 

We have indicated that probably 85% of all the business of 
this country is done on a credit basis. If it is important to 
keep a record of cash transactions where both transfers of 
property are made at the same time and, so far as these trans- 
fers of wealth are concerned, neither party is waiting for action 
on the part of the other, it is easy to see how much more im- 
portant it is that a record of all credit transactions be kept in a 
way which will eliminate the possibility of dispute. 

To use credit effectively it has been necessary to devise 
numerous written documents which have been called ‘credit 
instruments.’’ These documents or writings are the means of 
giving formal expression to a contract,—in this case a contract 
involving the transfer of property for value with a second 
transfer to be made at a future date. 


General and Limited Acceptability—The records repre- 
sentative of the credit transactions are of two general types: 
35 
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those of general acceptability and those of limited acceptability. 
Many of the common credit instruments of the day are uni- 
formly accepted by all classes of people at all times at their 
face value. Examples of these are Federal Reserve notes, 
greenbacks, National bank notes, silver and gold certificates. 
They pass from hand to hand and are known as money or 
currency. They are a very important influence in our economic 
system. We shall not take the time to discuss them in detail 
here except to call attention to the fact that they serve the 
community as a medium of exchange. They are based on a 
standard of value, and any analysis of the monetary system of 
the nation or the relationship of the standard of value to our 
economic organization must reveal full knowledge of their 
importance. Such a study would also necessarily show the im- 
portance of any questions connected therewith as determinants 
of the general credit standing of the nation and of its various 
sections. 

Such credit as gives rise to instruments of limited accept- 
ability, is the subject in which we are chiefly interested. These 
instruments may be classified in a variety of different ways but 
for our purposes we shall discuss them under the following 
headings; open book accounts, promises to pay, and orders to 
pay. 


Open Book Accounts.—The open book account is the sim- 
plest and the most extensively used form of credit. It is the 
normal method by which mercantile credit transactions are re- 
corded. While the past decade has seen considerable agitation 
for the substitution of the trade acceptance system for open 
book accounts, the development of this practice has been slow. 
The book account is created by opening an account on the books 
under a customer’s name, charging him with the selling price 
of goods sold. The modern system of book accounts involves 


the use of debit and credit and is so kept that at any time the 
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striking of a balance is possible. The following is an example 
of the open book accounts: 


Frank Smith has purchased on September 10, 1923, $300.00 of 
merchandise from the Graham Manufacturing Company. The 
Graham Manufacturing Company will then make the following 
entries: Merchandise Sales will be credited for the amount of the 
sale, $300.00, and Frank Smith debited with the amount so that the 
books of the Company will show Frank Smith charged with the 
amount of the purchase. 


MERCHANDISE SALES 








Sept. 10 300 00 


FRANK SMITH 








Sept.1o 300 00 


The books of Frank Smith will show the transaction as 
follows: Merchandise Purchases will be debited with $300.00, the 
amount of the goods purchased, and Graham Manufacturing Com- 
pany credited with the amount. Smith’s books will then indicate 
that he owes Graham Manufacturing Company for this purchase. 


MERCHANDISE PURCHASES 








Sept. 10 300 00 
GRAHAM MANUFACTURING COMPANY 








Sept. Io 300 00 

When the account is settled, the Graham Manufacturing Com- 
pany will debit cash and credit the account of Frank Smith. In 
this way their records show his account closed. Frank Smith, in 
turn, will credit cash when he pays the bill and charge the Graham 
Manufacturing Company, thus closing their account on his books. 


In modern business, this form of credit has had many of 
its disadvantages removed. In former days, the book entry 
itself was about the only evidence the seller had of the cus- 
tomer’s indebtedness. The buyer, also, had only the record of 
the seller to fall back upon, and many difficulties arose. These 
conditions still exist in some lines of business, but in most 
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instances there are other evidences of the debt besides merely 
the book entry. In the department store there is the sales slip 
giving minute details of the purchase, usually the identification 
coin number, as well as the checkings of the shipping and 
delivery departments. In the mail order house there are, first, 
a written order signed by the purchaser on which appear the 
checkings and symbols of the various departments in the proc- 
ess of packing and shipping the goods; second, the bill of lad- 
ing signed by a representative of the transporting company ; 
and third, the signature of the buyer on receipt of the goods 
from the carrier. In most manufacturing industries and whole- 
sale houses, goods are not usually shipped until a signed order 
or contract is in hand. The chance for dispute over ordinary 
book accounts has, therefore, been greatly reduced by these 
methods. While in only a small percentage of these open book 
account credits is there a definite written promise to pay, the 
order, the acceptance of goods, book entries, shipping receipts, 
are all evidences of an implied promise to pay. When proper 
care is taken in completing records in modern merchandizing 
systems, there is usually little trouble in proving the debt when 
an account is questioned. The open book account is a quick, 
easy way of recording the credit transactions, and, as the 
element of confidence increases in any given trade area, the 


success with which this type of record can be used also in- 
creases. 


Promises to Pay.—That form of credit record which is 
called a promise to pay is the one which is more closely con- 
nected with our original definitions of the subject of credit. As 
its name implies, it is a written record in which a promise is 
definitely made by one or more persons, firms, or organizations 
to pay in the future for value received in the present. The 
medium in which payment is to be made is generally money 
and the time for payment is either a specified date in the future 
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or on demand. Individuals often make these promises to 
banks, and banks and other financial institutions find themselves 
both the payors and payees in such transactions. The open 
book account is only a record in the hands of one party with 
an implication that the credit transaction will be completed. 
The element of confidence is greater in the case of the book ac- 
count than in that of the promissory note, though the promis- 
sory note is a step further in the use of formal documents. 

The book account to a certain extent is a receipt for goods 
and is almost inseparable from the trade aspect of the transfer. 
The promissory note is often separated entirely from the trad- 
ing aspect and has within itself only the financial consideration, 
reciting “for value received,” and generally failing to specify 
particular transactions. If question arises, the actual practice 
is that the transaction has to be traced back through the book 
records and connected with a particular note, though legally the 
promise acknowledging the debt stands alone. 


Bonds and Stocks.—Promises to pay often involve invest- 
ment credit as well as mercantile, bank, and personal credit. 
The bonds of corporations, often secured by mortgages, are 
promises to pay and are credit instruments. Bonds are gen- 
erally long time obligations. They carry on their face a com- 
plete description of the security behind them, conditions under 
which the issuance has taken place, the relations of the company 
to trustees and bond houses, and any other data necessary to a 
full understanding of the obligation. These conditions vary in 
each case, it being very uncommon for two bonds to carry the 
same description. Bonds are often readily transferable by 
endorsement and delivery. In most states they are negotiable. 
They are often used as collateral in the securing of other loans. 

Technically the stock of a corporation is not a credit in- 
strument. It is a receipt for money invested in a business, a 
share of the assets of which belong to the individual who puts 
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his money into the enterprise. He does not expect interest on 
money loaned,—he wants profits on business transacted with 
his money. Some economists and credit men have inferred 
that there is a certain type of accountability arising out of this 
relationship which makes stock ownership a credit relation. 
It is true that ownership of stock by an individual in a corpora- 
tion where the control is vested in the hands of a few others is 
not, from an economic point of view, very different from the 
ownership of a bond in the same organization so far as ques- 
tions of management and risk are concerned. The type of the 
income expected, however, is essentially different in character 
from that received from a bond investment. The holder of 
stock is interested primarily in the profits of a concern. He can 
only hope to reap his reward for entrepreneurial sagacity 
through the success of the enterprise as a going concern. The 
bond holder, on the other hand, may get interest and principal 
from a concern which has failed as a productive unit in the 
business unit in the business world. The bond holder has 
loaned his money hoping to receive interest as a payment for 
the use of money with regard to which he himself has en- 
deavored to eliminate all risk. He has taken no part in the 


management of the enterprise concerned and can have no 
interest in excess income. 


Orders to Pay—Check.—The check is the most common 
form of the order to pay and is a written order drawn upon a 
bank by a depositor, a bank cashier, or another bank, requesting 
the bank to pay on sight a certain sum of money to the order 
of the person or organization named on the face of the check. 
The check has become today the great substitute for other forms 
of the medium of exchange. Hundreds of thousands of people 
now use checks for the payment of even small amounts and 
among the wholesale trade practically all settlements are made 
with checks. The check itself is a negotiable instrument, often 
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transferred from hand to hand by half a dozen individuals be- 
fore it is finally passed out of use. This is particularly true in 
the case of communities where certain names are well known. 
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Figure 2. Check 


The practice of endorsement, therefore, raises this credit in- 
strument of limited acceptability to a position of general 
acceptability. 

If the maker proves to have insufficient funds, the check 
becomes a direct promise of the endorser, or, if there is no en- 


[ (0), oe New York 192 


THE NATIONAL we OF NEW YorK 1-8 


PAY TO THE ORDER OF 


ata yh) $ 
OR St 
Be ea | 
Rew ge 


ee 





Figure 3. Certified Check 


dorser, it becomes the promise of the maker and the holder can 
have direct recourse. In some cases it is necessary for the 
maker of the check to establish beyond the question of a doubt 
that he has funds in the bank upon which he has drawn his 
check. He does this by asking the bank’s cashier or teller to 
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stamp the word “certified” across the face of the check and 
initial the certification. This, as the bank’s promise to pay, 
adds to the security of the check. The use of certified checks is 
often desirable in the case of C. O. D. shipments where the 
buyer is unknown to the seller and little time is available for 
investigation of his credit standing. Sometimes the object is 
attained by the deposit of the check of the maker with the bank, 
in return for which he receives a cashier’s check, which becomes 
the promise of the bank to pay. An illustration of a check is 
shown in Figure 2. ‘A certified check is shown in Figure 3. 
wv ome 

Orders to Pay—Drafts or Bills of Exchange.—Another 
form of the order to pay is the draft or bill of exchange in- 
volving three parties, none of which need be a bank though 
banks are often parties to the arrangement. Stanley F. 
Brewster in “Legal Aspects of Credit” has defined a draft as 
“an unconditional order in writing by one person to a second 
person directing the payment to another of a sum of money 
absolutely and at all events.” 

Drafts, or bills of exchange, have been classified in several 
ways. According to place they are domestic or foreign. The 
domestic order, generally called the draft, is used when the 
point upon which the order is drawn is outside of the United 
States. According to time they are “sight,” “demand,” or 
“time.’’ The question of time is merely the date at which pay- 
ment is to be made. Some are payable so many days “after 
sight,” while others are payable a certain number of days after 
arrival of the goods. Presentation to the drawee sets the date 
for measuring time in a bill drawn “at sight” or a certain num- 
ber of days “after sight.” Such presentation also marks the 
point from which time is to be measured after the arrival of 
goods. According to party they are “trade” or “banker.” This 
involves a distinction between persons, firms, or corporations, 
and trade organizations. Ifa bill is drawn on any organization 
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other than a bank, it is called a trade bill, even though the payee 
may be a bank. When the drawer is a bank, a bank check is 
used. According to purpose they are “commercial” or 
“finance.”” When it becomes necessary to transfer balances or 
borrow funds from other institutions, financial bills are used, 
while commercial bills are those which are secured by the goods 
involved and which arise out of actual commercial transactions. 

To put a time draft or bill of exchange into final form the 
drawee (or person who owes the money) is asked to write his 
acceptance across the face of the instrument, thus acknowledg- 
ing the order addressed to him and by his signature completing 
an agreement to pay it on maturity. 

— 


Orders to Pay—Letters of Credit.—Letters of credit are 
of two general kinds,—the letter of credit issued for the con- 
venience of travelers, and letters of credit used in opening 
credits with banks against which shipments are made to foreign 
countries, or distant points within the same country. The 
letter of credit serves as evidence to those interested, either 
banks in general or a particular correspondent that a certain 
bank has committed itself to a certain line of credit. The 
letter of credit is the written instrument by means of which 
approval is given to this type of operation. 

The traveler’s form of letter of credit is the request of a 
bank or firm selling the credit to another bank to advance 
money, or release goods, to the person named. These letters 
of credit are then presented to the bank or firm addressed, 
where funds or goods may be obtained. The bank or firm on 
which credit is issued is repaid by the house issuing the credit. 
Such a letter of credit is usually issued in the form of a circular 
letter to its correspondents in specified places throughout the 
world authorizing sight drafts up to a certain amount payable 
to the beneficiary. : 
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Figure 4a, Traveler’s Letter of Credit (face) 
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When the traveler desires to provide himself with local 
currency he applies to the proper bank and signs a sight draft 
on the issuing bank or its central correspondent abroad. Identi- 
fication takes place through reproduction of the signature on 
the letter of identification on the sight draft. An appropriate 
page, ordinarily the back of the sheet, is used to record all pay- 
ments made. 

The commercial letter of credit is used in the same way, but 
instead of merely taking care of the personal needs of an 
individual it is used to facilitate the purchase and sale of 
merchandise. Merchants receiving the letter of credit can im- 
mediately ship their goods to any part of the world knowing 
‘ that, if conditions are met, they can have drafts on their local 
bank honored at once on presentation of the credit letter with 
the proper accompanying documents. It is not to be inferred 
that these letters of credit are all the same. Their usefulness 
arises out of the fact that all of the variations in trade practices 
and differences in trade terms can be reflected in the instru- 
ments themselves. 

Letters of credit are revocable or irrevocable depending on 
whether or not the bank which opens the credit reserves the 
right of withdrawal before a certain date. 

Letters of credit are confirmed or unconfirmed depending 
on whether or not, by the terminology of the instrument, it is 
intended that the bank notifying the beneficiary makes the 
opening bank’s obligation its own. If the notifying bank ac- 
cepts this commitment, it is a confirmed letter of credit. 


The Trade Acceptance System.—Another credit instru- 
ment, more commonly used before the Civil War and after the 
time of the establishment of the Federal Reserve System, than 
in the intervening period, is the Trade Acceptance. Originally, 
the plan developed from the custom of asking the buyer to look 
over the itemized bill and write his acceptance of the goods 
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THe NATIONAL City BANK oF NEw York 






Figure 5. Commercial Letter of Credit 
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and terms, arranging for payment at a certain date and place. 
Later a separate document was used to record the obligation 
and make convenient the “banking” of the paper. Before the 
Civil War it was customary in the trade to use acceptances in 
the payment of trade obligations. The type of competition prev- 
alent after that time led to the encouragement of the use of 
open book accounts. Since 1914 a strenuous effort has been 
made to revive the use of trade acceptances, although with only 
limited success. A trade acceptance arises when, in payment 
for a current merchandise sale, a draft is drawn to order with 
a definite maturity date, and the firm or person upon whom it is 
drawn acknowledges by signature and writing that it recog- 
nizes the debt and agrees to the terms on the face. Thus it be- 
comes two-name paper. Indorsers also become responsible. 

The use of the trade acceptance may be illustrated as fol- 
lows: X, who is a manufacturer in Chicago, sells goods to Y. 
who is a wholesaler in New York. When X sends his invoice, 
he also sends to Y a sixty or ninety day draft drawn on Y. 
If Y wishes to pay X at once by means of cash, he tears up the 
draft; if he wishes to pay X later (if he is buying on “‘time”’) 
he accepts the draft by writing ‘“‘accepted”’ across the face of 
the instrument, indicating the bank at which he wants to pay 
the draft when it comes due. He then signs it and returns it 
to X. X can either have it discounted at his bank, or hold it 
until it is due, and then present it at Y’s bank for payment. 

If X desires to discount the paper, he must be able to show 
that it has arisen out of an actual commercial transaction, 
either domestic or foreign. That is to say, the financing must 
have taken place through the movement of goods from original 
producer to ultimate consumer, and each situation which has 
given rise to the existence of commercial paper must have been 
such that the paper is self-liquidating in character. This 
phrase means that as the goods have been passed on down the 
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credit chain the paper in each transaction has been capable of 
liquidation through the respective transfers themselves. 

An example of the Trade Acceptance is shown in Figure 6. 

One distinctive and important feature of the Trade Ac- 
ceptance is that it indicates the source from which each item 
arises, namely, that of a current transaction in the sale and 
purchase of goods. The Trade Acceptance is not intended to 
be given for old debts, for the purchase of fixed assets, or in 
any way to be the instrument of credit in a transaction which is 
not liquid in character. The regular course of business must 
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Figure 6. Trade Acceptance 


make the paper self-liquidating, the sale of the goods themselves 
providing the money for the retirement of the paper. It is not 
“sight draft and bill of lading attached.” It does not imply 
“cash on delivery.” It should not be used as a note. If it 
does not conform to specifications it cannot be discounted by a 
bank in the hope that rediscount with the Federal Reserve Bank 
can take place. 

In the enthusiasm to revive the use of this system, many 
exaggerated claims were made for it, and its supporters 
intimated that many evils of credit misuse would be eliminated 
by the mere adoption of a new system. This has led toa great 
deal of opposition, which has hindered development. Never- 
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theless, it is undoubtedly true that this plan can be used ad- 
vantageously in many more situations than is now the case. 

In substituting for the open book account a written state- 
ment signed by the buyer that at a certain time a certain amount 
of money is to be paid, much is done to insure accuracy in col- 
lection policy. It is also argued that simplicity is gained, for 
all records are concentrated in one instrument, and letter of 
transmission, collection letter, reminders, statement, are com- 
bined. The credit manager can more easily estimate his collec- 
tions, assuming that the majority of accounts are handled on a 
Trade Acceptance basis. The definite date of payment also 
makes it possible to be more careful in over-extensions of 
credit. The seller also finds in his hands orders to pay ac- 
cepted by his customers. After receiving his regular line of 
credit on his own statement, he can present this two-name paper 
for discount to his bank, and, according to the indications of 
the Federal Reserve Board, he ought to be able to secure more 
funds for his business purposes. Under the open account 
system, the seller’s funds are tied up until the accounts are paid. 

On the other hand, there is a danger of using trade accept- 
ances as a means of establishing credit where it is unjustified. 
Acceptance credit should be measured on the same basis as 
open book account credit. Sellers sometimes object because 
of the contingent liability involved, in that the name of the 
seller is liable if the acceptor fails to meet the obligation. 

Many of the advantages of the trade acceptance could be 
secured on the open book account plan, if the proper education 
as to sound credit methods could be carried on. The trade ac- 
ceptance seems to emphasize some fundamental considerations, 
and makes more likely an adherence to them. 

Most banks have been in favor of the plan. Where dis- 
count takes place, more business is brought to the bank, and the 
trade acceptance itself forms an addition to the reserve readily 
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discountable at the Federal Reserve Bank. The bank finds in its 
possession double-name instead of single-name paper. 
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CHAPTER VI 
LEGAL ASPECTS OF CREDIT INSTRUMENTS 


Negotiability.—Legal points arising out of the use of 
credit instruments concern chiefly negotiability and subsidiary 
documents of title. The negotiation of a credit instrument 
refers to its legal transfer from one person to another, together 
with all rights of the original holder. If the debtor manifests 
his intention of paying either the creditor or any one else to 
whom the creditor may transfer it, the instrument is negotiable ; 
if the instrument is payable to the order of the creditor alone 
it is non-negotiable. Some instruments of credit are strictly 
negotiable, some have the attribute of negotiability in a limited 
degree, and some are non-negotiable. 

Article II, Paragraph 20, of the Negotiable Instruments 
Law defines negotiability as follows: 

An instrument to be negotiable must conform to the following 
requirements : 


1. It must be in writing and signed by the maker or drawer; 
2. Must contain an unconditional promise or order to pay a 
sum certain in money; 


3. Must be payable on demand, or at a fixed or determinable 
future time; 


4. Must be payable to order or to bearer; and 
5. Where the instrument is addressed to a drawee, he must be 
named or otherwise indicated therein with reasonable certainty. 


The intention of the maker to create negotiable paper is 


thus clearly indicated, the promise to pay is absolute and the 
manner of payment is certain. 


Under these negotiable instruments, we have checks, 


drafts, promissory notes, acceptances, judgment notes and post- 
office and express money orders. 
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The five essentials above named must be present, it is true, 
in an instrument of this kind but in actual business trans- 
actions, these standards are frequently not met. There are, 
therefore, certain recognized rules which are applicable. These 
are set forth in Article II, Paragraph 36, of the Negotiable 
Instruments Law, which reads as follows: 


Where the language of the instrument is ambiguous, or there 
are omissions therein, the following rules of construction apply: 

1. Where the sum payable is expressed in words and also in 
figures and there is a discrepancy between the two, the sum de- 
noted by the words is the sum payable; but if the words are 
ambiguous or uncertain, reference may be had to the figures to 
fix the amount ; 

2. Where the instrument provides for the payment of interest, 
without specifying the date from which interest is to run, the 
interest runs from the date of the instrument, and if the instru- 
ment is undated, from the issue thereof; 

3. Where the instrument is not dated, it will be considered to 
be dated as of the time it was issued; 

4. Where there is a conflict between the written and printed 
provisions of the instrument, the written provisions prevail ; 

5. Where the instrument is so ambiguous that there is doubt 
whether it is a bill or note, the holder may treat it as either at his 
election ; 

6. Where a signature is so placed upon the instrument that it 
is not clear in what capacity the person making the same intended 
to sign he is to be deemed an indorser ; 

7. Where an instrument containing the words “I promise to 
pay” is signed by two or more persons, they are deemed to be 
jointly and severally liable thereon. 


There may be certain defects in negotiable instruments 
which are non-essential, and do not affect the validity or negoti- 
able character of the instrument. Article II, Paragraph 25, of 
the Negotiable Instruments Law, reads as follows: 

The validity and negotiable character of an instrument are 


not affected by the fact that: 
iow Emisetiotudaved. Ot 
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2. Does not specify the value given, or that any value has 
been given therefor ; or 

3. Does not specify the place where it is drawn or the place 
where it is payable; or 

4. Bears a seal; or 

5. Designates a particular kind of current money in which 
payment is to be made. 

But nothing in this section shall alter or repeal any statute 
requiring in certain cases the nature of the consideration to be 
stated in the instrument. 


The Negotiable Instruments Law, from which the fore- 
going quotations have been made, has been adopted by every 
state, as well as Alaska, District of Columbia, Hawaii, and 
the Philippine Islands. The statute as enacted in different 
states varies in some minor details but the principal provisions 
are, with few exceptions, practically identical in all of the 
states. 

Notwithstanding the rules enumerated in practice it is 
well, where irregularities exist, to notify the maker, and have 
him request the drawee to honor the instrument regardless 
of the defect. This may often avoid delay in payment, or 
possible loss of the amount involved where failure of the maker 
in the meantime occurs. 

One requisite to a negotiable instrument upon which em- 
phasis should be put is the “consideration” necessary. “Any 
consideration sufficient to support a simple contract’? may be 
the consideration for a negotiable instrument. A simple prom- 
ise for which there has been no consideration is unenforceable 
inlaw. A consideration is an act or forbearance, or the prom- 
ise of it, done or given by one party in return for the act or 
promise of another. 

Although a consideration is necessary for a negotiable 
instrument, the plaintiff in an action on a bill or note does not 
need to prove that he gave one. Absence of consideration is 
a “matter of defense” which the defendant must prove in order 
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to defeat the action. ‘Every negotiable instrument is deemed 
prima facie to have been issued for a valuable consideration ; 
and every person whose signature appears thereon to have 
become a party thereto for value,” as stated in Section 24 of 
the Negotiable Instruments Law. 


Limited Negotiability—The distinguishing feature be- 
tween the class of instruments just considered and those of 
limited or restricted negotiability lies in the fact that the former 
are subject to recovery by a holder in due course at face value 
without set-off, while the latter might be better classed as 
merely transferable instruments, and subject to set-off under 
certain conditions. 

In this class are included bonds, mortgages, letters of credit, 
and those instruments more properly known as documents of 
title such as bills of lading and warehouse receipts. In spite 
of the fact that stocks are not technically credit instruments 
but rather evidences of ownership, the relationship to the credit 
risk is so close that the discussion would be incomplete with- 
out reference to some of the legal points involved in this instru- 
ment of limited negotiability. As certificates of stock are 
issued in many different forms, it is always important to care- 
fully read the conditions whenever transactions involve the 
handling of certificates of stock. When stock has been sub- 
scribed but not paid in, creditors in case of insolvency, can 
compel payment. Beyond this liability, stockholders in most 
states have no liability to creditors of the corporation. 

Bonds are transferable by endorsement and delivery, and 
in most states are negotiable. The same rule holds in the case 
of mortgages, except that negotiability is not so common. 
The laws as to mortgages on real estate and mortgages on 
other property, known as chattel mortgages are so at variance 
in the different states that nothing short of a consultation of 
the law should suffice where such an instrument appears in 
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determining the credit to be given to a customer. It is im- 
portant to remember that as a general rule mortgages must 
be filed or recorded with the properly prescribed officer, usually 
the county recorder, town or city clerk. 


Dishonor and Protest—The dishonoring and protesting 
of bills of exchange is a point of considerable importance in 
handling negotiable instruments. An instrument is “dishon- 
ored by non-payment when it is duly presented for payment and 
payment is refused or cannot be obtained.” The holder of 
the instrument is the proper person to give notice of dishonor, 
and this should be given to the last endorser. He may in 
turn give notice to prior endorsers or to the maker. 

Article VIII, Paragraph 174, of the Negotiable Instruments 
Law, requires that notice of dishonor be given as follows: 

Where the person giving and the person to receive notice reside 


in the same place, notice must be given within the following 
times: 

1. If given at the place of business of the person to receive 
notice, it must be given before the close of business hours on the 
day following; 

2. If given at his residence, it must be given before the usual 
hours of rest on the day following; 

3. If sent by mail, it must be deposited in the postoffice in 
time to reach him in usual course on the day following. 


Article VIII, Paragraph 175, of the Negotiable Instru- 
ments Law, reads as follows: 


Where the person giving and the person to receive notice re- 
side in different places, the notice must be given within the follow- 
ing times: 

1. If sent by mail, it must be deposited in the postoffice in time 
to go by'mail the day following the day of dishonor, or if there 
be no mail at a convenient hour on that day, by the next mail 
thereafter. 


2. If given otherwise than through the post-office, then within 
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the time that notice would have been received in due course of 
mail, if it had been deposited in the post-office within the time 
specified in the last subdivision. 


Where a draft or bill of exchange is protested, the first 
step is its formal presentment, for acceptance or payment, as 
the case may be; the second is “noting” the dishonor; and 
the third, the preparation and execution of the certificate of 
protest. Each of these actions must be taken by a notary. 

Article XIII, Paragraph 261, of the Negotiable Instru- 
ments Law, reads as follows: 

The protest must be annexed to the bill, or must contain a 
copy thereof, and must be under the hand and seal of the notary 
making it, and must specify: 

1. The time and place of presentment; 

2. The fact that presentment was made and the manner 
thereof; 

3. The cause or reason for protesting the bill; 

4. The demand made and the answer given, if any, or the 
fact that the drawee or acceptor could not be found. 


Documents of Title.—These include bills of lading and 
warehouse receipts and are not negotiable instruments in the 
same sense as a sight draft for they provide for the trans- 
fer of title to goods rather than the transfer of money. The 
Uniform Bills of Lading Act has been adopted by twenty- 
three of our states and territories. This act permits a carrier 
to evade responsibility for a misdescription of the goods if the 
words “Shipper’s weight, load and count” are inserted in the 
bill of lading. When the goods are loaded by the carrier the 
Federal Act covering this subject admits no evasion of this 
responsibility. The enactment of the Uniform Act has served 
to greatly increase the negotiability of bills of lading as it 
has greatly facilitated the ready transfer of the instrument by 
giving a good title to the holder who has taken it in good 
faith, and without notice of any defect, regardless of how he 
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came in possession of it. This, under the former rule still 
prevailing in some of the states, was and is not the, case. 
Under the latter rule, a person wrongfully in possession of a 
bill of lading cannot validly negotiate it. All duplicate bills of 
lading must be plainly marked “duplicate.” There are really 
two distinct forms of bills of lading,—the straight bill and the 
order bill. The Federal Bill of Lading Act makes the differ- 
ence clear, briefly as follows: 

1. Straight Bill: A bill in which it is stated that the goods 
are consigned or destined to a specified person. Straight bills 
shall be marked “not negotiable.” 

2. Order Bill: A bill in which it is stated that the goods are 
consigned or destined to the order of any person named in such 


bill. (Order bills are also termed “Negotiable Bills,” and the 
names are used interchangeably. ) 


Transfer and negotiation take place under the following 
regulations : 

1. Negotiation: (a) By Delivery: An order bill may be ne- 
gotiated by delivery where, by the terms of the bill the carrier 
undertakes to deliver the goods to the order of a specified person 
and such person or a subsequent indorser has indorsed it in blank. 

(b) By Indorsement: An order bill may be negotiated by 
indorsement either in blank or to a specified person. 

2. Transfer: A bill may be transferred by the holder by de- 
livery, accompanied by an agreement, express or implied, to trans- 
fer the title to the bill of the goods represented thereby. 


Warehouse receipts, like bills of lading, are of a twofold 
character, in that they are a receipt for goods stored in a ware- 
house, and also a contract to re-deliver when demanded. Some 
states have statutes providing that no warehouseman shall 
issue a warehouse receipt until goods are actually received in 
storage, to avoid injury to innocent third persons. Ware- 
house receipts are not actually negotiable instruments in the 
ordinary use, being treated, as indicated, by the heading under 
which this form has been described, but in some states they 
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have by statute been declared to be negotiable and transferable 
by endorsement and delivery, the same as other negotiable 
instruments, with like remedies. 


Non-negotiable Instruments.—This group of credit in- 
struments may, at first glance, appear to be entirely foreign 
to such a work as this. They are, in fact, just as important 
as either of the previous groups, and the improper use or the 
careless preparation and completion of them frequently leads 
to losses that might otherwise be prevented. If for any reason 
payment cannot be procured, an entire business transaction 
is lost to the creditor. The creditor may demand payment, 
and employ legal processes; but it is necessary that he have 
the written evidence of value given. Under this class of non- 
negotiable instruments are orders, shipping and delivery re- 
ceipts, invoices, book accounts, contracts of sale, conditional 
sales contracts, and leases. 

A written order is a very essential thing in modern busi- 
ness, and frequently is the only contract between the buyer 
and seller. A salesman, in the absence of extraordinary cir- 
cumstances, may not bind his principal by the acceptance of 
an order for the product. His function is merely to solicit 
orders and submit them to his principal, who may accept or 
reject them. The following is quoted from an order form 
in use: 


OrIGINAL OrpER—Tuis Must Be SENT TO THE OFFICE 

This order is taken with the understanding that it is positive 
and not subject to change or cancellation unless so specified here- 
on, and any agreement not stated on this order will not be 
recognized. All orders taken by salesmen are binding on the 
Company only when accepted by its office or branch office from 
which shipment is made. 


An order, until it has been acknowledged in writing, ship- 
ment of goods, or otherwise, is subject to cancellation. Where 
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acknowledgments are made in writing, by shipment of goods, 
or otherwise, and the terms of the order involve extension of 
credit, and credit has not been approved, great care should be 
exercised, as carelessness on this point may at any time involve 
a seller in a suit for damages, if subsequently it is determined 
not to ship on credit. In such a case it would be incumbent 
for the seller, after having agreed to extend the customer 
credit, to prove he was unworthy of credit. That in many 
cases would be a hard thing to do, even though all the neces- 
sary evidence to convince the credit man that the buyer 1s 
unworthy of credit was at hand. It is a particularly difficult 
situation because the information gathered to determine a 
buyer’s credit is for the most part confidential, and in many 
cases, as indicated in a preceding chapter, the seller is actually 
under contract with the sources of the information not to 
divulge it under penalty of being liable for a loss by damages 
incurred by such use of the information furnished. 

After the order has been received, prices, quantities, grades, 
terms, etc., checked and found satisfactory, an acknowledg- 
ment is mailed to the customer accepting the order and agree- 
ing to ship goods. In the order and acceptance there is a 
contract to sell, but the actual sale does not take place until 
delivery is made. So the questions naturally arise, What is 
the difference between a contract to sell, and a sale, and what 
constitutes delivery, or passing of title? The answers are 
quoted from the Uniform Sales Act, which has been adopted 
by twenty-six of our states and territories to date. A sale 
and contract to sell are defined as follows: 


A sale of goods is an agreement whereby the seller transfers 
the property in goods to the buyer for a consideration, called the 
price. 

A contract to sell goods is a contract whereby the seller agrees 


to transfer the property in goods to the buyer for a consideration, 
called the price. 
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As to delivery and passing of title, we quote the following: 


1. Unconditional contract to sell specific goods in a deliverable 
state: Property passes when contract is made, even though de- 
livery or payment or both be postponed. 

2. Contract to sell specific goods where something remains to 
be done to put them in a deliverable state: Property passes when 
that thing is done. 

3. Contract where delivery is made “on sale or return” or 
other similar terms: Property passes on delivery to buyer, but 
he may revest it in the seller by returning or tendering the goods 
within the time fixed in the contract, or, if no time has been 
fixed, within a reasonable time. 

4. Contract where delivery is on approval or other similar 
terms: Property passes: 

(1) When the buyer signifies his acceptance or does any 
other act adopting the transaction; 
(2) If the buyer retain the goods without signifying accep- 
tance or giving notice of rejection and a time has 
been fixed for their return, at expiration of such time; 
if no time has been fixed, at the expiration of a rea- 
sonable time. (What is a reasonable time depends on 
the circumstances of the case.) 

5. Contract to sell by description unascertained goods or 
“future” goods: Property passes to the buyer when such goods in 
a deliverable state are unconditionally appropriated to the con- 
tract, either by the seller, with the buyer’s consent, or by the buyer, 
with the seller’s consent. Such assent may be expressed or 
implied, and may be given either before or after the appropria- 
tion is made. 

(Except in the cases specified in Rule 6 and in paragraph 
XIV, an unconditional appropriation of goods to a contract to sell 
is presumed to have taken place upon delivery to the buyer, a 
carrier or a bailee (whether named by the buyer or not), for trans- 
mission or holding for the buyer, even though the price must be 
paid before the buyer can receive delivery and goods are marked 
with the words “C.O.D.” or their equivalent.) 

6. Contract requiring seller to deliver the goods to the buyer, 
or to prepay transportation charges to a place designated by the 
buyer: Property does not pass until the goods have been delivered 
to the buyer or have reached the place designated, 
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Where a different intention as to delivery appears by agree- 
ment, any act which the parties intend to represent such de- 
livery, constitutes sufficient delivery. 

The next thing to be considered is proof of delivery. 
Under certain conditions, for instance where goods are in the 
hands of a third person, or of the seller, notice that goods are 
being held subject to buyer’s order constitutes delivery. Under 
such conditions proof of notice having been given is sufficient. 
Then, in addition to bills of lading covering shipments by rail 
and boat, we have other evidences or proofs of delivery of 
goods so far as the physical merchandise is concerned. These 
are the various forms of receipts used by trucking, drayage, 
and express companies, as well as receipts taken from cus- 
tomers by business houses making their own deliveries. No 
particular form of receipt is necessary so long as it shows date 
and place of delivery, an adequate description of the goods, 
from whom received, and properly signed by the receiver of 
the goods. All such receipts and proofs of delivery should 
be properly preserved in case there should be a later dispute 
regarding delivery. 

The next step in the process is the billing or invoicing for 
the goods, or service. The bill or invoice should therefore 
show, in addition to weight, measure, description of articles, 
prices, dates, method of delivery, etc., the terms and condi- 
tions under which sale is made, and when this is not practical, 
then records should be made on the bill or invoice of the terms 
under which sale was made. 
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Part I]—Sources of Information and 
Its Analysis 


CHAPTER VII 
THE PERSONAL INTERVIEW 


Human Nature at First Hand.—Commerce today has 
assumed such vast proportions that it is difficult for creditors 
and debtors to develop personal relationships in business which 
give opportunity for and stimulate the personal interview. 
Though it has been possible to create letters which breathe 
the personality of the house, which express interest in the cus- 
tomer, which seek tactfully to secure his confidence, which 
appeal to a sense of fairness and emphasize house good-will, 
yet when a new credit of doubtful value is sought, when a 
debtor becomes heavily involved, and when any unforeseen 
business complications arise, it is the personal interview that 
determines future conduct of the crediting house. Many lines 
of business report that a personal interview is only possible 
with 2, 10, or 20% of their customers, yet it is fair to assume 
that this small percentage of interviews has a great deal to do 
in keeping the losses of the house nearer the possible minimum, 
and increasing sales and good-will. 


Opening the Account—Possibly of greatest benefit to 
the crediting house are those interviews which are secured 
either at the time of initial credit granting, or when some 
business contingency has arisen to embarrass the debtor in a 
financial way. The interview at the time of initial credit 


63 


64 SOURCES OF INFORMATION PPE 


granting proves a great aid to the credit manager. From 
financial reports and agencies he is able to secure an adequate 
idea of capacity and capital, but his estimate of character must 
be drawn from records of past business conduct. He is, there- 
fore, better able to estimate this third and vitally important fac- 
tor in credit granting if he meets and talks with the credit 
seeker ; his correspondence in the future takes on a more per- 
sonal element; he knows, to a certain extent, the characteristics 
and idiosyncracies of the person with whom he is dealing 
and uses this knowledge in a way that will further the best 
interests of his house. 


The Financially Embarrassed Debtor.—In all large or- 
ganizations a personal interview is sought with the debtor 
who is financially pressed. This may mean a visit from the 
debtor to the crediting house or the sending of a personal 
representative from the credit department to the business of 
the debtor to “look over the ground.” This representative 
must secure a direct knowledge of the situation and suggest 
remedial measures. The situation may be such as to war- 
rant a visit from the credit manager himself, or the salesmen 
of the house may have that touch of business judgment which 
would render their reports reliable and their visits of value 
to the credit department. It is believed that credit extension 
demands a study of human nature. There is, surely, no 


more thorough first-hand method than that of the personal 
interview. 


Attitude of the Interviewer.—The personal interview is 
not a modern adaptation of ancient inquisitions, nor a financial 
third degree; it is a business call, friendly and helpful in 
spirit, during which the credit manager is enabled to secure, 
not only those basic facts which he afterwards checks with 
business agencies, but also that “indefinable something” which 
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gives evidence of character and perspicacity and stamps that 
customer as a possible good or bad credit risk. Financial 
statements are uncertain things, at best, but the good student 
of human nature (which the credit man should be) is able 
to place between the rows of figures an estimate of the char- 
acter, business acumen and possible future success of the man 
with whom he is talking. 

To secure, during this interview, those facts and impres- 
sions which are to be of most value in future credit transac- 
tions, it is necessary that the debtor be made to feel not only 
that the crediting house is friendly in its attitude but that 
the friendliness shown has a basic sincerity; that the house 
is genuinely interested in his problems and that this interest 
is not entirely based on the dollar and cents profit that may 
result from his transactions with them. 

The initial impression of sincerity is gained at the per- 
sonal interview, to be substantiated later by the dealings of 
the house with the customer. It is of great importance, then, 
that during the personal interview the credit man shall prove 
himself to be an excellent salesman, not only of himself and 
his own interest, but of the interests of his house. Friendli- 
ness may open avenues to confidences otherwise not obtained. 
The interview should be business-like, but it is neither neces- 
sary nor wise to resort to a cross-questioning that causes the 
debtor to feel that his word and his ability are doubted. He 
probably would not care to have any further dealings with a 
house that treated him that way. 


Information to be Sought.—The information which it is 
desirable to gather during the personal interview varies with 
the case at hand. It is sometimes not the part of wisdom to 
ask questions that can be answered by supplementary informa- 
tion gathered from other sources. The line of business and 
the freedom with which the applicant gives information will 


66 SOURCES OF INFORMATION [Ps 71t 


govern the scope and type of information received during the 
interview. 

There are, however, several points which should be brought 
out in the interview. Some of these are of basic importance; 
others merely serve to throw additional light upon future credit 
possibilities of the applicant. 

By tactful questioning concerning market conditions and 
the trend of his line, it will soon be apparent whether the appli- 
cant is shrewd or uninformed. Shrewdness does not insure 
honesty, but a clever buyer, by wise selection of goods, insures 
that they will be salable and thus increases his power to pay 
his bills at maturity. | 

Facts pertaining to the capital strength, organization, pres- 
ent conditions and the outlook of the applicant’s business are 
often secured, unsolicited, during the personal interview. 

If questions have arisen concerning the applicant’s credit 
possibilities, either in the financial statement, through refer- 
ences, or from statements of salesmen, the personal interview 
affords an excellent opportunity for clearing up such situa- 
tions. Such information can readily be checked elsewhere, 
and the frankness with which the prospective customer talks 
over these difficulties serves as an excellent measure of the 
character risk involved in extending him credit. 

The following questions are suggested as the type of defi- 
nite information which should be secured, directly or indirectly, 
during the personal interview. 


1. In what kind of business are you engaged? Where 
located ? 

2. How long have you been at the present location? 

3. In what kind of business were you formerly engaged? 
Where? 

4. How long have you been in this particular line of 
business ? 

5. Who are some of your older creditors? 
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6. Do you own your business property? If not, what rent 
do you pay? 

7. How much have you invested in your business? 

8. If you have borrowed money to cover running expenses, 
how much? ‘ 

g. What is the average amount of stock you keep on hand? 

10. How much insurance do you carry? 

11. What are your overhead expenses? 

12. Have you any income outside your business? 

13. From what source is money coming to pay for goods? 

14. On what terms do you sell? 

15. Where have you been buying heretofore? 

16. What are your monthly sales? 

17. What is the estimated amount of credit desired ? 


Advantages of the Personal Interview.—The personal 
interview usually proves an advantage to debtor and creditor 
alike. The man seeking credit should appreciate the personal 
interchange of confidence with the house with which he wishes 
to deal, because in that confidence he has an opportunity to 
show all his points of strength, to indicate that he possesses 
character, ability, and capacity, and to impress the credit man- 
ager with his own confidence in his enterprise. The credit 
man, on the other hand, can see the type of man in whose 
business venture he is joining as a sort of partner and by 
establishing a proper basis for the exchange of information, 
one with the other, can put himself in a position to aid ma- 
terially in the success of the venture. Thus he develops a 
satisfactory account for his firm and helps to strengthen the 
business fabric of the community in general. 

The credit man needs to know what the customer’s weak- 
nesses are, and if possible to get close enough to him to avoid 
the dangers which these weaknesses bring, and to help him 
become a better and larger customer by developing the stronger 
characteristics which are manifest. This is constructive credit 
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work. There is an increasing number of men who are recog- 
nizing and acting upon this new principle. 

The initial granting of credit is not the only occasion for 
the personal interview. When the debtor becomes delinquent 
in payments, when his business is jeopardized through poor 
management, or unforeseen misfortune, the personal inter- 
view plays one of its most important roles. Here it behooves 
the credit manager to leave his desk, at times, and survey the 
difficulty at the field of action, to talk the situation over frankly 
with the debtor and perhaps with other of his creditors, and 
to then come to some decision as to settlement. It is true 
that financial dealings play a great part in the final decision, 
but if the character of the debtor has proved such as to war- 
rant confidence, he is usually allowed to work out his own 
salvation with the guidance and confidences of his crediting 
houses. J. Pierpont Morgan had said that character is before 
money or property or anything else; money cannot buy it. 
Surely, if character plays such a vast role in modern com- 
merce, the personal interview and further personal contacts 
are the first-hand methods for measuring it. 

Many credit managers find it desirable to visit most of 
their customers at regular intervals. This is not primarily 
a visit for credit purposes though much valuable information 
is gathered. Supplementary data on all of the points indicated 
upon which information was to be sought in the first inter- 
view is gathered. The same questions are important. New 
developments are noted and a better understanding of the credit 
risk is secured. 
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CHAPTER Vill 


MERCANTILE AGENCIES, GENERAL AND 
SPECIAL 


Nature of Demand.—Credit information serves as the 
basis upon which credit transactions take place. Any ma- 
chinery by means of which this information can be secured 
more easily and its proper dissemination facilitated is a desira- 
ble addition to the economic structure. If large numbers of 
firms and business organizations find the information useful, 
it is more profitable to develop a central source where all can 
go and get the information they desire. This necessity for 
the accumulation of facts concerning credit risks has led to the 
development of the agency system in the United States. The 
mercantile agencies are of two distinct classes, the general 
agencies and the special agencies. The general agencies are 
vastly larger in scope than are the special agencies, gathering, as 
they do, information regarding all types of mercantile busi- 
nesses. Their goal is the inclusion of every business firm, 
small or large, in their ratings. On the contrary, the special 
agencies limit themselves to particular trades or particular 
locations, believing that they can render better service by 
limiting the field of their activities. 


Purposes-—The two most notable general agencies today 
are the Bradstreet Company and R. G. Dun and Company. 
These organizations have grown steadily and their service has 
grown broader and more comprehensive, always attempting 
to meet the needs of a rapidly growing economic community, 
which is more complex than it has been in the past and which 
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constantly demands more and more of all those organizations 
which seek to work as a part of it. 

In the general operation of these agencies a system is pro- 
vided for acquiring a knowledge of the mercantile condition 
of traders and for conveying that knowledge to others who 
seek it. Business organizations of the United States realize 
that each man and each firm develops a reputation, and it is 
this reputation which the mercantile agency endeavors to esti- 
mate fairly and to place the information upon which such esti- 
mates are made at the disposal of its patrons. Three 
essential features are implied in the compilation and dissemina- 
tion of such information: careful investigation, frank coopera- 
tion and business honor. 

The agency assumes the position of a confidential agent of 
each subscriber, keeping its transactions in confidence, never 
revealing the source of an inquiry. It does not and can not 
decide the credit limit of particular customers, but it serves 
to furnish information upon which the credit manager him- 
self can make the decision. 

The fundamental theory of trade investigation upon which 
the mercantile agencies base their work, may best be emphasized 
by two statements, one issued by an authority of the Brad- 
street Company, one from the R. G. Dun and Company 
agency: 

A well managed credit amounts to ten fold the funds of a 
merchant: And he gains as much by his credit as if he had ten 
times as much money. Credit, therefore, is the greatest wealth 
to every one who carries on commerce. The mercantile agency 
has as its object the obtaining and communication of infor- 
mation relating to the amount of credit which one party to a credit 


transaction may prudently give and the other party may prudently 
accept. 


That if a man buys or sells goods, his ability to carry out his 
contracts is a proper subject for inquiry, and that the trader whe 
does not or neglects to respond to a request for such a statement, 
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fails in duty, and that public sentiment will relegate to the back- 
ground that class of men who, for cause, are afraid to make a state- 
ment as it might develop a knowledge of existing financial 
weakness. 


The commercial agency has come to have a world-wide 
influence upon commercial transactions. There are few or- 
ganizations of any magnitude that do not recognize its neces- 
sity in the conduct of their business, and_ self-respecting 
individuals, firms, or corporations are never wholly indifferent 
to their standing as reflected in the reports of such an agency. 
That such an institution is a most potential factor is undenia- 
ble, and cannot for a moment be questioned by practical, pro- 
gressive business men. The general agencies have made it 
possible for credit to exist in its highest, broadest sense, avail- 
able to all deserving, with equal opportunity to grant and 
receive. The humblest and most remote dealer feels its benefi- 
cent working as surely and unerringly as does the dealer who 
is in closest touch with the centers of trade and commerce. 

The conception and operation of this detailed, and in so far 
as is possible, exhaustive system of collecting credit informa- 
tion is peculiarly American, and it has been inhibited from 
transplantation to other countries by peculiar codes of laws, 
by the practically prohibitive interdict placed in most foreign 
countries on public records, the greater reserve regarding in- 
quiry which prevails and the general attitude of the numerous 
governments. The last three decades, however, have seen a 
change and now the scope of the general agency has broadened 
until it includes not only information concerning American 
operations in the United States and Canada, but also Ameri- 
can industry and enterprises carried on in foreign countries. 
For this purpose several branch agencies have been established 
in the American centers of foreign enterprise. 

Systematic efforts were made by some of the larger con- 
cerns to learn something of the financial responsibility of their 
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customers. Men were sent out on the road to visit customers 
periodically, learn how they were getting along, collect moneys 
due, and endeavor to line up new customers for their houses. 
This was a rather expensive method, and consequently one 
of these traveling men, a Mr. Church, seeing an opportunity 
to fill a real need, opened up a bureau of credit information in 
New York shortly after the panic of 1837. About 1840 the 
first mercantile reference book was issued. The first mercan- 
tile agency was established by Lewis Tappan in New York 
in 1841; a second in 1842 under the name of Woodward 
Dusenbury ; and in 1849 The Bradstreet Company was founded 
by John M. Bradstreet, a Cincinnati attorney. In 1859 R. G. 
Dun & Company was formed. Many other concerns have 
entered this line of endeavor, but The Bradstreet Company 
and R. G. Dun & Company, usually called “Bradstreet” and 
“Dun” for short, are today the two recognized leading general 
commercial agencies. No one starting in business today, 
whether operating on a cash or credit basis, can escape their 
investigations. 


Organization and Plan of Operation—The mercantile 
agency has an elaborate system covering the entire country 
with trunk lines running from the executive offices to the 
report offices in the various cities and with branch lines from 
all the principal cities to every town, village and hamlet. 

The executive offices are located in New York City. In 
the case of the Bradstreet Company it is entirely separate from 
the reporting office at that point. These offices send out de- 
tailed instructions to the reporting offices which furnish a 
detailed report of the progress made. To each reporting office 
is allotted a carefully selected territory, accessible to it geo- 
graphically and of which it is the logical trade center. 

The classification for investigation is made upon two bases: 
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first, according to type of business—wholesaling, retailing, or 
exporting—and second, according to territory. The degree 
to which a territory is covered is determined by its trade im- 
portance, with reporting centers established at the important 
trade markets. These branch offices have an assigned terri- 
tory to cover, accomplishing this through the means of the 
regular and special reporters. The regular reporters carry 
out the general routine of information collection, while the 
special reporters, often accountants and always specially trained, 
are used for the purpose of settling questions of mis-informa- 
tion and conflicting statements. 


Responsibilities of Branch Offices.—Each branch office is 
responsible for the listing, rating, and information concerning 
all of the business firms in its field. It maintains an extensive 
organization for the purpose, including agents in the various 
county clerks’ offices whose duty is to furnish daily a list of 
recorded evidence including deeds, mortgages, chattel’ mort- 
gages, judgments, mechanics liens, bankruptcies, certificates 
of incorporation, certificates of assumed business liabilities, 
etc. On request such special information as may be desired 
regarding other matters of record is furnished. Every branch 
office is expected to subscribe to practically every newspaper in 
the field. Each newspaper must be read carefully regarding 
finance, deaths, changes in partnerships, new concerns about 
to engage in business or old ones about to discontinue. 

Not only is all the information which is brought in care- 
fully studied, but selected and thoroughly trained representa- 
tives are sent into every town and village to gather every item 
of information which could possibly affect the financial condi- 
tion of any particular merchant or business house. The branch 
offices keep on file only reports of merchants in their particular 
district. If a distant office desires a report it asks the local 
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office to investigate and forward the information. Revisions 
are forwarded to the office originally requesting the informa- 
tion. The only case where duplicate copies exist is in the 
New York office. Where there has been a strong tendency 
toward concentration of certain types of industries in one local- 
ity, a different situation exists. For instance, Boston receives 
reports on all merchants engaged in the shoe business, Grand 
Rapids on all merchants engaged in the lumber and furniture 
businesses, and Providence on all merchants in the jewelry 
business. 


Traveling Representatives.—Not all the small towns have 
their own personal representatives as the expense would be 
too great for the amount of service rendered available by such 
an arrangement instead, traveling representatives visit each 
town at regular intervals, check over and bring up to date the 
information on file regarding the business already listed, erase 
the names of those who have discontinued or add the names 
of any new concerns with their proper ratings. Each reporter 
remains in a particular section until the work has been com- 
pleted. He may call on dealers, passing from store to store 
getting statements and references, later consulting all the lead- 
ing authorities in the town regarding the different individuals 
under investigation. When these reporters are trained men, 
accustomed to interviewing, very complete and _ satisfactory 
reports result, containing specific data often unavailable by 
correspondence. 

Various organization plans are used in cities. In some 
cases the city is divided into sections, and a reporter in each 
section is responsible for the listing, rating, and revising of 
all the business names in that particular section. In some of 


the larger cities reporters are made responsible for certain 
trades. 
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Information Secured.—Complete information is the goal 
of the agency, for the agency is a collector, not a creator, of 
facts. The information that the agency attempts to secure 
is varied; signed statements of assets and liabilities, together 
with references, particularly names, agents, meritable condi- 
tions and as much contributing information as can be tactfully 
extracted. This information, having been secured, from the 
subject, is then verified, not as a question of veracity but as 
a matter of business prudence. The county records indicate 
whether or not the subject owns real estate and in whose name 
the title appears. The same records indicate judgments, mort- 
gages, etc. Assessment rolls and authorities on real estate 
valuations verify asset items in the balance sheet. Banks and 
attorneys furnish much valuable information, though in some 
cases the reporter finds it better to use the bank to confirm 
rather than to advance information concerning residents of 
the particular locality. 

As a factor in credit rating, the securing of the signed 
financial statement is becoming of increasing importance. 
Every business man, whether buying or selling merchandise or 
labor, should recognize it as his duty to furnish the other par- 
ties concerned in a transaction with satisfactory evidence that 
he has the ability as well as the disposition to carry out his 
agreement. A merchant's most valuable possession, aside from 
his assets, is a good reputation as a credit risk, and, under 
present methods of conducting business, the best way for him 
to prove his basis for credit is to submit a statement of his 
financial condition. Asking him to do so casts no reflection 
upon his character, honesty, or business ability, but is simply 
an effort to obtain information for intelligent action. 

A merchant submitting a signed statement creates a favor. 
able impression by his frankness, indicating that he has noth- 
ing to conceal and that he has a proper appreciation of obliga- 
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tion to those of whom he asks credit. Some merchants feel 
that by refusing to give a statement they are keeping their 
affairs secret. Such refusal does not stop investigation, though 
it may serve to handicap the reporter somewhat and cause 
some delay in getting the information to the mercantile house 
making the inquiry—and consequent delay in obtaining the 
line of credit. Every business man should know more about 
his affairs than can be ascertained from outside sources, and 
inasmuch as he will be listed anyway, it seems poor business 
judgment not to place the agencies in possession of complete 
information regarding his affairs in order that in the written 
report he may receive full justice. 


Assignment of Ratings.—On the basis of the information 
gathered together a complete report is assembled and ratings 
are assigned by men who have had years of experience and 
who have a knowledge of this field of business. With respect 
to a business house located in a city this is done by the reporter 
conducting the investigation, subject to revision by his su- 
periors. With respect to one located in the country, it is 
generally done in the office of the district by those responsible 
for such work. ; 

Ratings are divided into two parts: (1) capital rating 
and (2) credit rating. If no unusual obstacles interfere in 
the investigation, the fixing of the capital rating is usually not 
difficult. The book worth of a business, however, and its 
worth for credit purposes are not often the same. Assets 
must often stand shrinkage, whereas liabilities show a tendency 
to increase. The reporter is obliged to consider not only the 
amount but the character of the principal assets and liabilities. 
The capital rating is the judgment of the rater as to the amount 
of commercial value or the par value of the assets which the 
firm rated may be considered to have in its business, all things 
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relating to the firm and the business being taken into considera- 
tion. It purports to estimate what this business is worth in 
cash. The credit rating does not merely indicate a certain 
fixed percentage of the capital invested for which the average 
business man may be considered good credit; it is a judgment 
rating in which are involved an estimate of character, business 
history, and social standing; it is the rater’s opinion of the 
man’s integrity and resources expressed in terms of money. 
Ratings of the Bradstreet Agency follow: 


EsTIMATED WEALTH Grades of Credit 
(CF se GRO Cae 1,000,000 and above........ 
$ Aa A B 
1 lee RRR CRAIC oan con Rca ea 500,000 to $1,000,000...... 
Serre orcs ecisbareias asd cE divlase es 400,000 to 500,000...... 
IS BAA See oe eae are 300,000 to = 400,000...... 
RUM e erRer eM de lb ade 250,000 to  300,000...... A B G 
IN Aare Sel are ko wo ale tespato ce ats 200,000 to 250,000...... 
ING ae ee ececitesie c's ie 150,000 to 200,000. ...5-- 
Qe eyoiriecs dee sieielsvscerees 100,000 to DEO'O00)cre see 
1 Oe ORCA SOIL ae eee 75,000 to 100,000. ...:.- B CG D 
(Oi tera BISeae SOE DR Rae Otte 50,000 to AMOO0 G6 G60.00 
ERIS Sas aoec tel e's) she erat ne’, a's lave 35,000 to 50/0002 t ee 
Sy cpicad Banta, rea REE SoC 20,000 to 25 000m sare 
MLPA ce Sisk ers ole te teha wines Wiss 10,000 to 20,000. ees © ‘e D E 
ere seat ce aveiecarsls| ssi, suaie 5,000 to TOOOOee a ee 
WA SRL 5 aera aC eae eae 3,000 to E0008 Gee. 
IV ieee yey axe so: afese. suctes evs oi ato 2,000 to 3000 emteci sts D E F 
EXO Pee oe oie eer oeie isiere tye sta 1,000 to 2 OOO Me os 
VAM Peart tras shea maine cess 500 to VGOOs eee 
: E F 
MR MEH cleteicnaiaaeiofsieiais8 s¥e Ss o to OO rere se 


The Dun report is in different form, Their ratings are 
given on page following. 
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General Credit 


EstimMaATepD PECUNIARY STRENGTH High Good Fair Limited 
AAs Over $1,000,000...... AI I 1% 2 
A-+....$750,000 to 1,000,000...... AI I 1% 2 
UN etree 500,000 to 750,000...... AI I 1% 2 
B+ 300,000 to  500,000...... I 1% 2 24 
Bie 200,000 to  300,000...... I 1% 2 2% 
C+ 125,000 to  200,000...... I 1% 2 2 
Geecwe 7EOOO tO1 8 Le5;000) niece IY 2 23 z 
D+ 50,000 to WEOOO Mays - 1% 2 214 3 
Denes 35,000 to SO:Q00 sere ensie 1% 2: yy 3 
Ha Sars 20,000 to 35,000) 206: « 2 2% 3 3% 
Le So Oot 10,000 to ZOO aware 24 3 3% 4 
Cree tes 5,000 to LO;000.e eae ¢ 3% 4 
EYP Scares 3,000 to OOO ware o's 3 3% 4 
If aocese 2,000 to SHOOOo owe c 3 3% 4 
Ne Heer 1,000 to POC 6900 ae 3 30% 4 
Te dee craisnses 500 to WOOD os aue isis Same 3% 4 
Ils cmos Less than S00 aeaatale’s asks Sot 3% 4 
Where only credit rating appears.... I 2 8 4 


In many cases it is found impossible to assign both a capi- 
tal and credit rating, even though the subject pays bills 
promptly and is recognized as having a certain credit standing 
in the business community. Very often it is thus necessary 
to leave the capital blank, assigning a credit rating. It will 
to some extent reflect the amount of credit which might reason- 
ably be extended on the basis of all the contributing evidence. 
Sometimes concerns can not be rated as to capital or credit. 
The lack of a rating does not always mean that the subject is 
absolutely without capital or credit, though it does indicate 
that the business is not well established. 


Form of Report.—Agency reports, in general, cover the 
following heads: financial condition, trade opinions, anteced- 
ents, fire record, general remarks. Under Financial Condition 
all data having a bearing upon the financial condition of the 
subject, volume, and prospects of his business are recorded. 
Trade Opinions includes detail secured from houses with which 
the individual has carried on business, giving data as to length 
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of time the account has been sold, amount of credit, terms, 
manner of payment, limit placed upon the account and whether 
the subject resorts to any unfair practice such as making short 
payments or deducting unearned discounts. The Antecedent 
paragraph furnishes a tabloid history of the business, date of 
commencement, name of predecessor, business history, and 
other interests of the partners or of officers and directors, if 
a corporation. Fire Record indicates if the subject has ever 
had a fire, giving date, amount of loss, insurance, cause, and 
whether settlement was amicably made with insurance com- 
panies. General Remarks sets forth all data not properly in- 
cluded under the former;headings, such as general reputation, 
habits, and business qualifications. 

Endeavor is made to have reports written in simple lan- 
guage, using guarded expressions, omitting unnecessary and 
irrelevant matter and setting forth the essentials in well chosen 
words from which can be reached at once an intelligent con- 
clusion of the subject’s credit standing and a consistent idea 
of the actual conditions disclosed by the investigation. 

The best way to appreciate the various points covered in 
a mercantile agency report is to examine one of them in detail 
as actually rendered to subscribers. With that in mind one 
has been selected and is presented here: 


RV : 
Roe Skirt Company, THE (INc.) mnfrs. Los Angeles, California. 


Los Angeles County. 
411 South First St. 

Joun G. Ros, President & Treas. 
Sam Smiru, Vice President. 
Louis Larson, Secretary. 

Directors: The above officers with John Doe, who is also Assistant 

Secretary and Assistant Treasurer. 

COND 93 10800 April 20th, 1923. 


RECORD 


Incorporated October 26th, 1922 under California laws, authorized 
capital $100,000 in $100 shares. Succeeded to the business of Sam Smith 


80 SOURCES OF INFORMATION [Eteebe 


on November 4th, 1922 in exchange for which he received $10,000 worth 
of stock in the corporation and $15,000 worth of stock was issued to 
John G. Roe, $10,000 of the stock issued and claimed paid in cash and the 
stock, fixtures and equipment of Smith’s business. Hold a ten year lease 
on the premises dating from August Ist, 1922. Smith is aged 36, married, 
and established the business in July 1920 having come from Milpates, Ky., 
where he was employed in the same line, is a practical man in this line 
and antecedent information is favorable. 

John G. Roe was previously for thirty-two years with the Slipton 
Skirt Co., of Newmonia, Conn., latterly as Vice President and still holds 
stock in that company. Antecedent information is of a favorable nature, 
to the effect that he owned residence property there, which he sold for 
$17,000 and had been in receipt of a very large salary and considered as 
very capable in his line. 

Louis Larson is middle aged, married and of B. D. Larson Co. of 
Newmonia, Conn. Antecedent information is also of a favorable nature 
and to the effect that a son was associated with him as Larson & Company, 
automobile agency, which has been discontinued. He was formerly employed 
as a salesman for a local wholesale grocery concern and of good business 
ability. 

John Doe was district salesmanager for the Never Shrink Skirt Co., 
managing their branch at Calabasas, Fla. 


STATEMENTS 


John G. Roe was interviewed November t1oth, 1922 and while not in 
a position to furnish a detailed statement, claimed that $40,000 has been 
paid in, about 50% represented by the investment in the business and the 
balance cash in bank. Monthly rental $250., a sublet for $175., making 
rental $75. a month. Insurance on merchandise and fixtures, $15,000, also 
employer’s liability insurance. 

The following is a copy of a signed statement received by mail 
December 6th, 1922 representing the financial condition of the corporation 
as per inventory of November Ist, 1921 :— 


ASSETS: 

Gashwinmbanlki weer tants: hafetoetoe tee bSie:-B leit arn ote mcrae a area . $18,036.33 
Accauhts RECS Able ass oss as sverds Bee eee Oe ee 6,552,79 
Bills ReCevaple go.q oencanss sien A pat nee ee ee ee 1,489.71 
Micrchamiise =. ix’. eve. cas bls xfs w hw 3 Scie are eae eee eee 8,714.86 
Prepaid ANent cecSicsis aasenrtiw hs sienscae athe Sea ee ee 306.06 


Other Assets .,,.. 
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Deferred Charges: 





ROMeX PILeCdmLNsIbanlCeme cert crxsicaycint etme sda o ia teteae ide vases we $ 258.04 
interestapaidpineAdvance mr cme cass ene sin es nas cre ee eee sae 20.82 
Fixed Assets : 
Unconporatot lx penSes: saan aes cet sels, «ioe Sieve: Roe eieu ie 300,00 
uirnitther anda bixtttres me Merete os ote lrcis rovetaie ica ete cenit aa 1,052.10 
Blantemmachineryeand sequipmentummnicine: cece cecscse ee cece 17,439.31 
Goodwill imac eet tse mete eer ae ae tae SE ay oem ae 5,000.00 
POtalmassetSire cm acta csslocis ite croieless «.aeitene. oleae Sere uate cle lelorale $59,374,72 
LIABILITIES : 
EXCCOUDIS MIE AV AD IC mye imac a eernerr en niin cer teeter: $ 6,165.13 
li smeaVa Deep rms biscne aysne trace satis haute ae ad 12,042.57 
Orhermleiabilitieswrs vekestenyae caren oo ote Cares hisses Stacia 267.02 
Capital, authorized $100,000 
Capital, issued 60,000 
Capitalesubscribedvandspaidainkemecenies seen oe ce: 40,000.00 $59,374.72 


Insurance on merchandise $8,000.00 On buildings $15,000 


GENERAL INFORMATION 


The statement was accepted as a correct book showing, the cash claimed 
was fully confirmed, although the furniture, fixtures, machinery and equip- 
ment in the opinion of authorities might be subject to some depreciation as a 
basis for credit and the goodwill is necessarily eliminated, leaving a con- 
servative tangible net worth of approximately $25,000. 

Those concerned are in good general repute, give the business close 
attention and the company is credited with making some progress, having a 
well-equipped plant, 


TRADE REPORTS 


HG Owe TERMS Pays 


3,000 1,900 70 days Promptly 
1,000 1,000 70 days Promptly 


743 2/10/60 Slow 10 days, to prompt 
Sold from March to July 1922 
47 47 New account 


Fire REcoRD 


Not known to have ever suffered a fire loss. 
T.11-14-23. E 
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Nature of Service Rendered——A commercial agency is 
merely a collector of information, its function being to report 
conditions as ascertained from posted authorities and not to 
give advice, or offer opinions as based on personal knowledge. 
While appearing as the enemy of dishonest traders, it strives 
to act as a conserver-of solvency, and, so far as possible, to 
protect equally the interests of reputable merchants and those 
extending credit. The correctness of information is not guar- 
anteed, but is submitted, without prejudice, as the honest result 
of honest investigation. 

The discussion of the organization and the plan of opera- 
tion indicate the aim of the agencies in their work. That 
they do succeed fairly well is shown by the statistics of one of 
the agencies which shows that of the 411,348 business failures 
in the past thirty years this company printed 8914% with very 
moderate or no credit, 944% with shaded credit, while the 
cases actually in error during that period amounted to 144%. 
In each of the fourteen years prior to and including 1900 this 
percentage of error amounted to 1% or over, reaching 3%% 
in the panic year of 1893. The only years in which the error 
has since reached 1% were 1903 with 154%, and 1907 with 
1%%. The past four years show respectively: %, %, % and 
Y% of 1%. 

It should be noted, however, that these figures are more 
important from the standpoint of agency efficiency than from 
the point of view of a student or junior credit man. The 
credit analyst should himself analyze the information and be 
trained to arrive at correct conclusions as to ratings and credit 
limits regardless of percentage arguments in support of agency 
ratings. It often happens that a firm with a high rating begins 
to go down hill. Later the credit rating is revised downward. 
At the time of failure the ratings were probably in accord with 
the status of the company. The real damage happened when 
the high ratings were an indication of the past rather than a 
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prognostication of the future. Perhaps the high rating, having 
been made a month or six weeks before was not even true as 
to the present. 


The Improvement of Agency Service.—That the agency 
does not do all that is expected of it is evidenced by the many 
discussions that take place at the National Association meet- 
ings, local association meetings and in the publications of credit 
men generally throughout the country. On the other hand, 
that there is a real spirit of cooperation is shown by the fact 
that the credit men’s associations have a standing committee 
which is intended to aid in the development of a better service 
on the part of the mercantile agency. In the report of the 
mercantile agency committee of the National Association of 
Credit Men reporting to the 28th Annual Convention many 
of these points were summarized in a splendid way. 


a. The agencies should set a higher standard, devoting special 
attention to the quality of their reports rather than the quantity. 

b. The reporter should be thoroughly schooled, for his work is 
specialized, and without the proper training, he is not equipped to 
perform his duties efficiently. The complaint is general with the 
agencies that they are unable to secure men of the right calibre for 
their reportorial departments. Under the circumstances it would 
undoubtedly prove helpful if each agency established a central 
school and systematically trained its “green” material. 

c. The reporter seeks only ledger experience in his interviews 
with authorities and he would be in a position to write a more 
dependable report if he would ask the following questions regard- 
ing one whose standing was being looked up: 

1. Is he of good character and habits? 

2. Is he a capable manager and attentive to business? 

3. Does he appear to be making financial headway? 

4. Have you any unfavorable criticisms to make regarding 
his methods ? 

d. The agencies should ask in a determined manner for full 
cooperation from subscribers, providing on the face of their in- 
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quiry tickets, a form for the experience of the subscriber or other 
data of import to them, and include a clause in their subscription 
agreements requiring that this information be furnished. 

e. The dependability of reports varies in the different districts 
but the agencies should require all reports to measure up to a high 
standard by a strict system of censorship. The result would be to 
eliminate the many worthless reports which are formulated by 
small branch offices or by traveling reporters and correspondents. 
The most reliable report is written by the reporter in a large city 
who interviews the subject of his investigation and the authorities 
who are extending credit. 

f. No capital rating should be given to any concern that 
refuses to make a financial statement. 

g. The agencies should seek advice as to the habits of 
merchants in connection with deducting unearned cash discounts, 
cancellation of orders and returning goods, and incorporate the 
information in the reports. 

h. The written inquiries of the agencies should be answered by 
credit grantors the same day they are received, and in detail. It 
is not sufficient simply to write on the form “satisfactory account.” 
Verbal requests for information by the reporter should be answered 
freely and without a tendency to withhold unfavorable facts. 

i. In making an inquiry, care should be exercised to write the 
name, street address and city correctly and plainly. The sub- 
scriber should furnish the agency with his experience with the 
subject of the inquiry, or with references if he has received any in 
the case of an initial order. 

j. If the subscriber notices any discrepancy in the report or 
incorrect information, he should immediately notify the agency, 
giving complete details. In all cases where the report is incom- 
plete, it should be returned with a request for the missing data. 
The subscriber should pass along to the agencies all information 
which comes into his possession which would change the tenor of 
a rating and notify them in all cases where he has placed in the 
hands of attorneys, accounts regarding which there is no legitimate 
dispute. 

k. Subscribers should suggest to their customers the making of 
financial statements to the agencies. 

1. It is possible for the mercantile agencies to furnish reports 
which will answer the requirements of the credit department if 
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they will inject thoroughness into their service and ask for and 
insist upon getting the full cooperation of subscribers. If efficient 
mercantile agency service requires an increase in present rates, 
your committee is certain that subscribers will willingly pay more 
if assured of really better reports. 

If the agencies would get a new inspiration and place the 
standard of their service on the highest pinnacle, and if the sub- 
scribers would pass along to the agencies when making the initial 
inquiry, references received from the customer when he places his 
order, and then acquaint the agencies with any facts developed by 
their own experience with the customer or otherwise obtained, 
which would have a bearing on the rating which has been assigned, 
the results would be most gratifying and mutually beneficial. The 
agencies would receive increased business; the credit department 
would receive the information it requires and the latter would be 
saved the time and expense of securing through other sources the 
data now felt to be necessary to supplement many of the present 
type of reports in order to make possible the application of intelli- 
gent judgment as to the desirability of the risk. 


The Mercantile Agency and Its Subscribers.—There are 
obligations on both sides of an agency relationship. The sub- 
scribers to an agency have responsibilities. In the first place, 
the duty of interpretation of a report belongs to the sub- 
scriber. In the second place, subscribers ought to return de- 
fective and poorly compiled reports to the issuing office. In 
the third place, subscribers themselves could furnish much 
valuable information concerning accounts which are unsatis- 
factory.” 

It is essential to use the same care in requesting a report 
from the agency that would be used in sending a house repre- 
sentative out on a personal investigation—that is, to take the 
precaution of giving adequate information that will remove 
all question as to the identity of the subject under considera- 
tion. To do this satisfactorily, the inquiry ticket should in- 
clude the name of the individual, firm or corporation upon 


2 Thomas, J. S., Mercantile Agency Service in Credit Monthly, March, 1923. 
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whom a report is desired and if possible, the street location; 
the business occupation; the post office and state; and the name 
of the person requesting information. It is advisable to state 
on the back of the ticket of inquiry what information is de- 
sired or any particular features upon which further informa- 
tion is requested. The names and addresses of those who have 
sold the subject of inquiry may aid further in positive identi- 
fication and the securing of more accurate information. 

The Mercantile Agencies Service Committee has empha- 
sized, for the purpose of securing better agency reports to 
customers, the four following points: 


1. The indispensable value to subscribers of good, honest, in- 
telligent, reportorial work. 

2. The necessity of censoring reports before they are issued. 

3. The lack of appreciation in some of the districts or local 
offices of the nature of the work. 

4. The exercise of proper care in the compilation of ledger 
space. Particularly was it emphasized in this connection that if 
the agents are to develop satisfactorily the ledger interchange 
feature of their reports, they must work out plans for obtaining 
the information that will not overburden credit departments or 
secure merely incomplete or undependable information. 


The position of the agency has been well established in 
supreme court decisions as follows: 


Ricuts oF A MERCANTILE AGENCY TO FuRNISH INFORMATION 


What a man may lawfully do by himself he may do by an agent. 
Beardsley vs. Tappan, 5 Blatchford 49. The Mercantile Agency 
is the Agent of him who engages it to serve him. Information 
of the description referred to (Mercantile Agency) being impor- 


tant, there is no legal objection to the employment of an Agent to 
seek and communicate it. 


We may well say, as did Joseph W. Errant thirty-three 
years ago: 
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Thus the Commercial Agencies, which were at first regarded as 
partaking of the nature of a system of espionage seemingly at 
variance with that candor and love of open dealing so character- 

_ istic of our commercial usages, have gained the confidence of the 
commercial world, and have demonstrated by their careful and 
successful management, that they are necessary parts of the 
machinery of trade and commerce. 


Particular Field of the Special Agency.—The mercantile 
agency had a great deal to do with developing the custom of 
imparting information pertaining to credit. Business men 
began to feel that an exchange of confidence did contribute to 
better business and that a man might be a vigorous rival and 
still give credit information without interfering with the suc- 
cess of his house. The general agency covering as it does the 
entire commercial world, must necessarily consume time in its 
work and prepare its reports in advance, hoping to keep on 
its books complete information concerning the large majority 
of debtors of the particular area involved so that, at any time 
information is called for, it will be available for use. The 
general agency has tremendous power but not much speed. 
The organization attempts to anticipate inquiries. Newly 
created conditions are unknown and credit information can- 
not always be secured. It is expensive to revise reports and 
it is desirable that one report should be sold several times in 
order that a profit may be made. This situation has brought 
into the field many small agencies equipped to give special serv- 
ice under particular circumstances or to particular subscribing 
organizations. One of the important features of the special 
agency is that its reports contain a larger number of ledger 
facts, and credit men of the day are beginning to realize the 
importance of the story told by an examination of the ledger 
record. The special agencies have operated ordinarily in a 
limited territory and have often specialized on a few lines of 
industries. Sometimes one individual goes into the business 
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of furnishing reports at a price. In other cases, companies are 
organized on a fairly large scale with the idea of making im- 
mediate personal investigations. As a rule, the special trade 
agencies make a finer division of credit and capital ratings 
than do the general agencies. They frequently include a 
third or “pay” rating. 
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CHAPTER IX 
LEDGER INTERCHANGE 


Cooperative Use of the Records in the Open Book Ac- 
count.—When the credit manager extends credit he should be 
fairly certain that the risk is good and that the account will be 
paid. He may have had previous experience with the customer 
and found that he pays promptly. Mercantile agencies may be 
returning favorable reports upon the customer as to his ability 
to meet his bills when due. But the credit manager has still 
another source of information open to him—a source which 
gives to him an accurate representation of the customer’s 
methods of meeting his current obligations; namely, the exam- 
ination of the open book account. 

The open book account of a debtor in the office of one 
creditor gives, however, only a part of the information con- 
cerning him. One record of the debtor’s paying habits is not 
enough. A larger field of observation is opened to the credit 
manager by the cooperative use of the records in the open book 
account, or, in other words, the interchange of ledger ex- 
perience. Thus, if the accounts of a dozen creditors are made 
available to each credit manager, the general paying habits of 
the debtor are opened for inspection. 

Advantages of information so obtained are obvious. It is 
of more recent date than most of that compiled by mercantile 
agencies, whose reports cover mainly financial statements and 
the debtor’s character and reputation. Moreover, information 
secured through ledger interchange is particularly dependable 
as the actual and current activities of the debtor are laid be- 
fore the credit manager for analysis. 

Ledger interchange is, for these reasons, assuming a posi- 
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tion of ever-increasing importance as a sound basis for credit 
analysis. The fact that the American business man is broad 
enough in view to appreciate the advantages of an open and 
free exchange of ledger experience is a sign which lends opti- 
mism to future business development.. 


Paying Habits as an Indication of Credit Strength_—By 
analyzing the paying habits of customers the credit manager is 
able to ascertain their methods of doing business, and in just 
what manner these methods react favorably or unfavorably 
upon their credit strength. In order to emphasize the sig- 
aificance of prompt paying habits it is only necessary to figure 
the value of money to the concern in its daily turnover in con- 
trast with the value when tied up in accounts receivable. 


Classification of Methods of Ledger Interchange.—Two 
general methods of obtaining information concerning a trader’s 
business habits and procedure are open to merchants, manu- 
facturers, and jobbers,—the direct and indirect methods. 
Under direct methods may be listed: 


1. Individual conversation 
2. Meetings of trade groups 
3. The special investigator 
4. The written inquiry plan. 


Indirect methods include : 


1. Trade opinions from general agencies. 

2. Local association credit interchange 

3- National Association of Ledger Interchange 
4. Trade organization credit bureaus 

5. The Credit Clearing House 


Individual Conversation—A business man, desiring 
ledger information concerning a certain present or future 
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customer, might naturally turn to the credit managers who have 
already had experience with the subject of investigation. At 
first sight this appears to be a feasible and straightforward 
method of obtaining information. However, it has two rather 
obvious disadvantages. First, it often serves as the originating 
factor in a great many investigations—falling perhaps, upon 
the credit risk at a time when he is especially in need of his 
creditors’ confidence. Secondly, it causes duplication of effort, 
and is inefficient in that far too much of the credit manager’s 
time and energy may easily be consumed in securing and giving 
information in this manner. 


Meetings of Trade Groups.—A method of direct ledger 
interchange which involves conversation but has many ad- 
vantages over the method just described is the trade group 
meeting. Credit managers, their representatives, or members 
of local credit men’s associations come together for regular 
meetings, once or twice a month, or even weekly, for the pur- 
‘pose of exchanging ledger experience and other facts of value 
in making credit decisions. 

In cities where a number of local credit men’s associations 
are organized those interested in similar or related lines of 
trade meet together. or instance, the creditors desiring in- 
formation on buyers of food-stuffs have one group; those wish- 
ing information on buyers of clothing another, and so on. The 
number of trade group organizations usually varies with the 
size of the city. 

At these meetings information is both given and secured 
regarding the paying habits of common customers, the ad- 
visability of extending new lines of credit, and other facts 
which may in any way affect the interests of the creditors. 
Different methods for exchanging this information are em- 
ployed. The members of the group may give to the chairman 
of the meeting the names of those about whom they wish in- 
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formation. These names are then read and anyone possessing 
information of value and reliability shares it with his fellow 
members. Sometimes the members are given numbers by which 
to report. 

Whatever the method employed, the good features of such 
direct interchange are causing its increasing use. The de- 
pendability of the information, the up-to-date nature of the 
facts exchanged, and the directness of the method which makes 
possible quick decisions are all in its favor. A fourth advan- 
tage, that of increasing cooperation among credit men, is de- 
veloped in a later chapter. 


The Special Investigator.—Credit managers in banks and 
in a large number of commercial houses employ a special in- 
vestigator, one of whose functions it is to aid in the gathering 
of ledger information. The investigator, by means of calls and 
direct conversations, attempts to secure from credit grantors 
ledger experiences and other facts bearing upon the subject of 
his inquiry. The duties and methods of these investigators may 
either be outlined by credit managers or developed through the 
initiative and resourcefulness of the investigator himself. 

The information which the special investigator is desirous 
of obtaining generally includes the age of the account; the pay- 
ing habits which it reveals; its current condition; the highest 
credit granted; trade abuses practised, if any; and the type of 
men responsible for the financial success of the business. 


The Written Inquiry Plan.—The credit manager, through 
his investigation of his customer, generally ascertains what 
firms are the other creditors of his customer. References, 
names of other creditors, the personal interview, give this in- 
formation. The traveling salesman of the house can indicate 
companies from which the debtor is buying if he examines the 
trade-marks of the goods on the shelves of the buyer. In cer- 
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Philadelphia, Pa 
WE GIVE you BELow OUR EXPERIENCE wiry 


From whom we have order for $ 
(indicate whether first order) 


ALL INFORMATION WILL BE CONSIDERED STRICTLY CONFIDENTIAL 


Yours truly, 


APPROVED AND ADOPTED BY 
NaTIonaL ASSOCIATION OF CrEDIT MEN COMPANY 


MANNER oF PAYMENT 
ANSWER—YES oR No 


+ «-|Discounts 
Largest amount owing recently $ Prompt and satisfactory 
Total amount now owing Slow but collectible 
Amount past due Slow and unsatisfactory 
Other information Days slow 
Accepts C. O. D.’s promptly 
Settles by Trade Acceptances 
Account secured 
Notes paid at maturity 
Makes unjust claims 


Collected by attorney 





RETAIN THIS FOR YOUR FILES 
Give Your EXPERIENCE ON ATTACHED S.IP 





Figure 7a. Ledger Interchange Form (face) 
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THE OBLIGATIONS OF THE MAKER AND RECEIVER OF 
AN INQUIRY IN THE INTERCHANGE OF 






CREDIT INFORMATION 


When one credit department 
asks another to detail its experi- 
ence with a certain buyer, we have 
a delicate situation around which 
must be thrown well understood 
safeguards. 


The inquiring department 
should observe the following gen- 
eral rules: 


1. It must know that the mak- 
ing of the inquiry is necessary, 
for indiscriminate making of 
credit inquiries hurts the credit 
interchange system because it de- 
velops unnecessary labor. The 
inquirer, therefore, must be rea- 
sonably certain that the party 
inquired of has something to con- 
tribute which shall bear upon the 
risk in question. 


2. The inquiry must be made 
on an order in hand or a ledger 
account. The making of inquir- 
ies on prospective customers 
when the inquirer explains or 
omits to explain that he has no 
order or experience but is merely 
endeavoring to size up the desir- 
ability of a buyer, leads to rest- 
less complaint against the inter- 
change system. 


3. The inquirer must accom- 
pany his inquiry with an accurate 
explanation of the reason for 
making it and also give his ex- 
perience with the account. If the 
inquiry is made on a first order, 
he must so state, with the amount 
of the order. The making of 
inquiries without the disclosure 
of the inquirer’s exact experi- 
ence has created in the minds 





A stamped addressed envelope should accompany the inquiry 


of some credit men a disinclina- 
tion to interchange with credit 
departments. 


On the other hand the credit 
department inquired of should 
observe generally the following: 


1. Give its exact experience, to 
fall short of which is to hurt 
the interchange system and direct 
a blow at a tremendously impor- 
tant institution in modern day 
business. 


2. Place the duty of answering 
inquiries in responsible hands and 
not leave it to unqualified assist- 
ants who are indifferent to the 
importance of the system. 


3. Inform the inquirer when- 
ever he has failed to carry out 
his part under the interchange 
system, this being necessary to 
correct the faults and abuses 
which some through carelessness, 
others through blind obstinacy, 
have imposed upon interchange. 
Merely to ignore faults and 
abuses gets us nowhere. 


The Officers and Directors of 
the National Association of 
Credit Men urge the importance 
of the observance of these gen- 
eral lines of action on the part 
of the receiver and giver of 
credit information to the end 
that the system may do its best 
work and contribute to that safe 
clearance of risks which every 
credit department should, for the 
good of itself and all, work con- 
sistently to support. 


Figure 7b. Ledger Interchance Form (back) 


Were 10 
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tain trade areas one can almost be certain that a customer buys 
from particular houses in certain lines of merchandise. 

Sometimes it is found to be good practice to secure ledger 
interchange direct from other members of the Credit Men’s 
Association. The National Association of Credit Men has 
adopted a special form for the purpose of getting information 
direct from another house. A sample is shown in Figure 7 a 
and b. 

In many cases it will be found necessary to write special 
letters to fit particular situations in order to get the informa- 
tion desired. A credit letter carefully formulated, giving as 
well as asking information, is generally kindly received and 
courteously answered by the credit managers of the present 
time. 


‘Indirect Methods of Ledger Interchange.—During the 
last fifteen years the method of exchanging ledger experience 
through central bureaus has had an amazing growth. Some 
of the limitations and disadvantages of direct interchange are 
overcome, and, as the efficiency of these bureaus increases with 
the centralization on information, the reports become more 
valuable and more up-to-date. 


Trade Opinions from General Agencies.—Included in the 
general agency reports, such as Dun’s and Bradstreet’s, is a 
section on trade opinions in which the agency attempts to give 
to the inquiring creditor the opinions of other firms regarding 
the paying habits of the customer in question. This phase of 
the general agency report has been criticized in the past because 
it was often incomplete and did not contain figures covering 
frequent enough intervals. The Dun organization, within the 
past two years, has emphasized the work of its Trade Report 
Department in an effort to give out recent trade opinions to its 
customers. Figure 8 illustrates the inquiry used by Dun’s in 
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gathering its information. The general agencies serve the 
credit manager as one of the indirect methods available to him 
in securing ledger information. 


THE MERCANTILE AGENCY 
R. G. Dun & Co. 
Trade Experience Inquiry 


ON 


Please state your experience with this trader, 
who may or may not have referred to you. A 
PROMPT answer will be appreciated. 


HIGH CR. $ 


(last sale) 


O\ANTICIPATES 
OODISCOUNTS 


OPROMPT 


OPays on Account O Asks Extensions 
OPays by Note OCollected by Attorney 


ORepudiates Contracts OTakes Discounts 
Unfairly 


OReturns Goods O Makes Unjust Claims 
Unjustly 


Refused 


Office and Sub Number 





Figure 8. Trade Inquiry Report 


Local Association Credit Interchange.—The membership 
of the credit exchange bureau is limited to manufacturers, 
wholesalers, jobbers and bankers, Each member files with the 
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bureau a list of his current accounts—accounts of business 
firms, not of individuals. Each member is given a distinctive 
number to be used in his reports. The Buchanan Shoe Com- 
pany for instance, might carry the number 372. <A master card 
is made out for each customer, and on this card is affixed the 
number assigned to each member having dealings with the 
customer. For instance, if the J. P. Smith Dry Goods Com- 
pany were a customer both of the Buchanan Shoe Company, 


Jer eoMiRTeDRYAGOODSTICO; 


CHICAGO, ILLINOIS. 





Figure 9. Master Card 


No. 372, and of the Torrance Shoe Company, No. 373, the card 
of J. P. Smith Dry Goods Company as shown in Figure 9, 
would carry both the numbers 372 and 373. If the J. P. Smith 
Dry Goods Company is buying from ten firms which are mem- 
bers of the Exchange, its card will have ten different numbers 
on it. The cards of the customers are consolidated into the 
customers’ list card file. 

If at any time a member wishes credit information con- 
cerning a new customer, he sends his request by telephone or 
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Form F INTERCHANGE BUREAU 
THE NEW YORK CREDIT MEN’S 
ASSOCIATION 


seme ewer eee ee LADLE. career erence rerecreee 
ee ca 


i 


SUBSCRIBER’S INQUIRY TICKET 
VU CTROCTES PI NGUALN INIOs. ea) OLE settee areata 
THE NEW YORK CREDIT MEN’S 
ASSOCIATION 
INTERCHANGE BUREAU 
320 Broadway Telephone: Worth 7670 7672 

7671 7673 


CC ee i ay 


Amt unfilled 
LOCO OWORS OLD tram cee OV her OF, CONETAGL aa see oe 


Elnghest vedi past year san ee ee eee eee 
(Dollars only) 
Sn ait Amount now past due...... 
OS eat ehctemnsetorel™ lowe mon gna 
(Dollars only) 
Date of last sale 


Owing 


CO a a ey 


(Month and Year) 
LSCUMUSTO JES CLG natin ee Manner Payment........ 


Is buying from (Local References only.) 


ASERTSH OLS) SLC S678) oS eS ee, 6 bie sie. Vinee, seis Gist sik mid siete (eile 
CLASS SO 00119 (05) a: 6, a1S 8.9 610.6 eee! @ bia eee) biol kveliel wie telelacete: 


SC UR CC Oe CM CCM Cis nT COCY sy Sty Ty A} 





Figure toa. Subscriber’s Inquiry Ticket 
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by special “Subscriber’s inquiry” blank prepared for the pur- 
pose, to the central office. The central office looks up the card 
of that particular customer. If the information about the firm 
has been revised within the last sixty days, it can at once be 
sent to the inquirer. If the information is older than sixty 
days, the central office sends out to each member whose number 
appears on the customer’s card an inquiry blank asking for up- 
to-date information. 

The information called for generally includes the length 
of time which the subject has been a customer, the terms of 
sale, the highest recent credit granted, the total amount owing, 
the amount overdue, the manner of payment, unfilled orders and 
miscellaneous remarks. A typical inquiry blank is shown in 
Figure 10. 

The member is glad to give the information, because the 
customer 1s one with whom he has had business dealings (other- 
wise his number would not be on the customer’s card), and he 
is sent, free of charge, the completed, up-to-date report on that 
customer. This “reciprocal” plan works to the advantage of 
the bureau, the inquirers, and also of the members who fill out 
the inquiry blanks. 

As soon as the bureau gets replies from the inquiry sheets 
sent out to its members it compiles a report without indicating 
the individual sources of the information and sends to the 
member who has made the inquiry a complete statement of the 
ledger experience of all the members of the bureau as reported. 
The sample report as sent to members of the Bureau is shown 
in Figure 11. 

The value of this kind of report is easily seen. The first 
column tells the length of time each member has had dealings 
with the customer. The column “Overdue” is valuable as an 
index of the customer’s paying habits. The relation between 
“Owing” and “Overdue” shows the proportion of the account 
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which is past due. The “Manner of Payment” column re- 
flects the satisfaction or dissatisfaction of the creditor, and 
shows whether the debtor pays on time or makes satisfactory 
arrangements for payment. This report is not somebody’s 
estimate of the debtor, but is the actual record as shown on the 
books of each creditor reporting. 


Highest M f 
age rie Pave J Orders 
u 


Misc. Unfilled 


Terms Recent Owing 
Credit 


2193-2193 V. slow 
17000 16122 Satisf. 
1345 520 Good 
560) 232 F, pr. 
1382 1382 V. slow 
7357 4907 Slow 
1000 500 Fair 
600 600 Fair 
4200 4200 6 mos. at int. 
867 867 Slow 
1972 +=2+1678 Slow 
2384 1372 Slow 
SII5 4647 Slow 





Figure 11. Sample Report of Credit Interchange Bureau of 
National Association of Credit Men 


The success of a credit exchange bureau depends on two 
factors : the number of credit men who belong to a bureau, and 
the cooperation of the members. The larger the membership, 
the more complete will be the report; and cooperation of the 
members not only secures more complete information but also 
more accurate information. 

Individual trade associations have developed bureaus of 
their own, working on a basis similar to that of the credit ex- 
change bureaus. These bureaus exist in all of the larger cities 
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in the United States, and attempt to serve the needs of the 
particular trade area involved. 


National Association Ledger Interchange.—lIt is easy to 
see that a firm doing business in a large number of trade areas 
would find it very desirable to get information of this kind ona 
national basis. In other words, it would be desirable in a coun- 
try where transportation is as well developed as it is in the 
United States to have interchange bureaus of a national char- 
acter, clearing information from offices in the different cities. 
This has been done by the National Association through the 
central credit interchange bureau at St. Louis. — 

This bureau is not an office for gathering, tabulating and 
disseminating information. Its function is to determine which 
local bureaus are interested in any subject inquired upon; and 
in addition, to secure unity of action in all the local branches. 

Each local bureau determines its zone of direct interest, #.¢., 
the section of the country where the most of its members sell 
their goods. Then each bureau sends to the Central Bureau a 
list of all customers who are outside of this zone of direct 
interest. The name of each customer is placed upon a separate 
card, and alphabetically filed. This procedure differs from that 
of the local bureau in that the numbers placed on the card are 
those assigned to the local bureaus, rather than individual 
firms. 

This is a record, then, of the markets which are interested 
in, and have had dealings with, each customer. Each participa- 
tive bureau is given a chart showing clearly the district of 
direct interest of each local bureau. Suppose an inquiry comes 
to the manager of a local bureau about a customer not in his 
zone of direct interest. By his chart he can tell which bureaus 
are directly interested in the subject’s district. He sends a 
direct inquiry to each bureau in whose district of direct interest 
the subject of inquiry is located. The manager of each bureau 
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acts as in the case of any local inquiry, sending blanks to its 
members who have had dealings with the customer. Each 
bureau sends its information directly to the bureau which has 
inquired. 

An inquiry blank is sent also to the Central Bureau, in 
order to clear the subject of inquiry among all the bureaus not 
directly interested in his district and general market. In han- 
dling the blank, the Bureau refers to the customer’s card and to 
the local bureau numbers on it. 

By direct inquiry from the interested districts, and by in- 
direct inquiry through the Bureau from districts not directly 
interested, all information concerning the customer and his deal- 
ings in all parts of the country can be secured. The final re- 
port is made through the bureau which made the original in- 
quiry, and a copy of it is sent to all bureaus which cooperated 
‘in gathering the information. 

The various Interchange Bureaus of the National Associa- 
tion of Credit Men have adopted a code for transmitting credit 
information by telegram where it is essential to get this kind of 
information before approving an order. For a small additional 
cost, it is possible, through this means, to secure quickly the 
experience of others on a given account. 


Trade Organization Credit Bureaus.—These bureaus 
differ from the local Credit Men’s Associations in that they at- 
tempt to cover more specialized fields, and are therefore 
organized on a trade basis. 

A successful trade bureau acting as a special agency of this 
type is that of the Building Material Dealers Credit Association 
of Los Angeles, owned and operated by four hundred building 
‘material dealers, banks and bonding companies. The plan 
embraces a system by means of which complete lists of 
customers are secured from each member and a card is filed 
for each customer. Members are identified by numbers. 
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Customers’ cards carry the numbers of all members doing 
business with them together with other pertinent information. 
This particular organization has ledger experiences and other 
credit information on approximately fifty thousand contractors 
and other individuals and companies using building materials. 


Monthly Reports.—In order to keep these listings com- 
plete each member turns’in a monthly listing report as shown in 
Figure 12. 





MontTH Ly LisTiInG REPORT 


Benin: Cea: 


READ INSTRUCTIONS AND 

INFORMATION IN RED BOOK 

Member 

NAMIC Se ote aaiteca coe na INOweeee Los: Angeless ‘Gala, sec ececee: 192.. 


REMARKS 
EXPLAIN <oanee “gy 
AND ‘‘9’’ LISTINGS 


Hicuest | How Paip 


Furi Name Appress |O PAT 
CCUEADION Crevice i cy ee ad Oued 























Figure 12. Monthly Listing Report 


Weekly Reports.—The information already tabulated and 
that secured by special request from members is then placed in 
a weekly report and sent to all members interested. A specimen 
report is shown below: 
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This report is furnished for the exclusive use of member receiving 
same and must be treated in strict confidence. Any member violating this 
confidence is subject to expulsion from the Association. 


WEEKLY BULLETIN 


BeaM.D-C.A, 
Confidential December 4, 1924. 
Two Sheets—Sheet No. 1 


WEDNESDAY MEETINGS AND INTERCHANGE OF CREDIT INFORMATION 
12:00 Noon—City Creamery—1ith & Olive—Wednesdays 


WHERE ARE THEY? 
Members kindly phone office if they have present addresses of parties listed. 


B. Caldwell Formerly 614 Oak Ave., Belle Verne Venice 
W. H. Dickson Me Los Angeles 
E. J. Donovan = 1or San Fernando Bldg. 
I. M. Easy (c) 4 200 Idaho St., Santa Monica 
Forrest & Keefe ss 106 W. 2oth St. 
T. H. Jenks (cp) © Burbank 
Roy Larsen (plc) ‘t Lankershim 
MEMBERSHIP 
APPLICATION : 


The following application will be voted on by the Board of Directors 
next Wednesday. Any members who have credit information concerning 
him please communicate same to office at once. 

T. B. Bankrupt Merchant Plumber 121 E. Vernon Ave. 


CHANGES: 
No. 697—The Dexter Co. Address to: 1160 San Pedro St. 


“S” Listincs To Be Passep oN By Boarp NExtT WEDNESDAY UNLESS 
Osyections ARE FILED 


Basket, Robt. 140 Orange Grove 
Catalina Mfg. Co. 1110 San Fernando Rd. 
Cass, Jos. (plc) 14 Edgement St. 
Doolittle, H. (c) 100 New Depot St. 


U. R. Raspberry (cc) Hollywood Blvd. 


GENERAL INFORMATION 


(a) Levy, Charles E. —Bankrupt 6/30/24. Has published Trade 
Style as Eager Mfg. Co. 

(b) Smith, Jas—‘“8” | —lIncorporated Nov. 20th as “Jas. Smith, Inc.’ 
Cap. Stock $150,000. 

(c) Parker & Jones —On and after Dec. 1, 1924 this company will 


y 
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be consolidated with and known as the P. R. 
Rice Co., of Chicago, successor to Parker 
& Jones. 

(d) Phillips, Wm., Co.—Office is advised by Martin E. Lewis, Atty., 
203 Bank of Italy Bldg., that he has pre- 
pared a Creditors’ Agreement for adjust- 
ment of this company’s accounts, and is 
holding same in his office for creditors to 
inspect and sign if agreeable. Mr. Lewis 
states that assets will pay about fifty cents 
on the dollar of the Wm. Phillips Co. claims. 


N. S. F. Cuecxs GIVEN BY: 


Dunlap Motor Co. Glendale $14.01 
Biograph Pictures Corp. Corporation Bldg., 50.00 
Arthur A. Ross 600 N. Virgil 20.00 
M. A. Blank 400 S. Main 8.25 


Warninc TO Mempers—Bap CHECKS: 
It is reported that 110 blank checks of Roberts, Little & Black (firm 
out of existence) on State National Bank were stolen from Office of 
Little & Black on Friday last. Eight checks presented so far at bank 
made out to James Madison; also we have report that checks of Little 
& Black, numbers 2189 to 2200, were stolen three weeks ago. If 
presented hold parties and notify police. A member reports check 


given by Lester Ellis signed Ross Blake $5.70, Fictitious address. No 
account under either name. 


WEEKLY BULLETIN 
Ds Nie DCN, 
Confidential December 4, 1924. 
Two Sheets—Sheet No. 2 
With the monthly statements of dues mailed yesterday, there was sent to 
all active members of the Association a ballot for the purpose of voting on 
new Directors to serve for a two year period. Members are requested to 
fill out ballot as soon as received and immediately mail to Association Office 


as per instructions enclosed with ballot. Turis Is IMporTant. PLEASE 
Do Ir Now. 


COLLECTIONS 


We are now approaching the end of the year and in clearing up old accounts, 
members ' will undoubtedly find the ASSOCIATION COLLECTION 
DRAFTS FOR OVERDUE ACCOUNTS of assistance. They are an 
inexpensive fotm of collection service. : 
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SpecraAL Reports: Phone Office if you desire copy. 


#818—R. P. Levensen (cb) 1222 Willoughby Ave. 
#819—Bigelow & Son (cb) 1004 W. Washington St. 
#820—Howard Vanderberg (cb) Res. 201 Barton Ave. 
#821—Brown & Wright (re-c) 100 Metropolitan Bldg. 
#822—White Truck Co. (cb) 1008 W. 8th St. 
#823—Ross Bldg. Co. (Not Inc.) (c) Hollywood Blvd. 
#108—G. R. Basso (Rev.) (bc) 1288 W. 11th St. 


Lien: We are advised following lien does not reflect on contractors named. 
Wilcox & Feathers—on Zimmerman Job 11-21-24 FILED BY #519 


BANKRUPTS: 
Reader & Hill, Long Beach Lia. $61,836 Assets $0,126 
H. R. Moore, Long Beach Sn ST O00 se 9,700 
P. E. Ritchey (involuntary) 
B. E. Harwell, Los Angeles Me 4,547 = 1,700 


Bru oF SALE: 
Sawyer Paint Co., 6000 So. L. A. St—Sale & Agreement Wm. Wells 
to Roger R. Grow. 
Wm. M. Pointer to R. S. Behr, Tr.—AIl machinery, etc, of L. O. 
Glover in factory on Motor 
Ave., Palms, Calif. 


HoMESTEAD FILED By: 
Wallace A. and Grace P. Chase—Portion Lot 23, Block D, North 
lysian Heights. 


CHATTEL MortTGAGES: 
Hill & Marion E. Carter to City Creamery Co.—Personal Property 
City Cement & Gravel Co. et al to Wm. A. Eaton and P. L. Hammon— 
Personal Property 
John & Ruth Moore to H. P. Smithers—Furniture & Furnishings 
Brown Bldg. Mat’ls Corp. to S. M. Small—Office Equipment 


ATTACHMENTS: 
Earl O. Gump by Santa Monica Hdwd Co. Lot 42, Tract 7195 
Roger I. Laskey by Reader Hdwd Co. Lot 85, Tract 5234 


P. O. Johnson by R. E. Blossom Lot 22, Block 22, Tract 4948 

J. McDonald by G. Greene Part Lot 20, Block 36, Pas- 
sadena Heights Tract 

P. G. Sears by R. E. Blossom | Part Lot 10, R 9, Alhambra 


Add’n. 
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JUDGMENTS: 
‘Carson Development Co. $228 California Distributors Co. 
J. L. Crump 94 Possession $700 
Western Film Co. 25 P. Q. Lawrence 1500 
Walter Courtney 52 (ndependent Petroleum Corp., 
Victor Hyden 374 etc. 4900 
Chas. V. Sims et al 650 Robert I. Edwards et al 50 


Bi-monthly and Yearly Reports.—Adverse listings and 
unfavorable factors in connection with the customers’ accounts 
are furnished members of these trade organizations at regular 
intervals. Various methods are employed in furnishing mem- 
bers this adverse information. Some furnish their members 
with typewritten or mimeographed sheets; others send out 
printed booklets; still others publish this information in their 
trade publications. It is a feature that must, however, be very 
tactfully handled in order to avoid possiblity of damage suits. 

These trade organization bureaus use various means of 
putting into the hands of subscribers each year up to date list- 
ings and ratings of customers whose names have been the 
subject of inquiry during the year. Some publish these lists 
in book form; some merely employ loose sheets for binders. A 
sample section taken from one of these books follows: 


Fleming, John Emerson, Secty. 11-5-8 
Fleming, John E., lithographer 11-6-8 
Fleming, John J., draftsman 11-5-8 
Fleming, John J., undertaker 11-5-8 
Fleming, Mrs. John P., 5-8 
Fleming, Jos., pipe fitter 11-6-8 


The various symbols following the names shown above in- 
dicate the degree of dependence that may be placed on the credit 
risk : 

1 - Prompt pay. 
2 - Medium prompt pay, occasionally slow. 
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3 - Slow pay. 
4 — Very slow and irregular. 
5 —- Good risk. 


6 - Fair risk. 

7 — Moral basis only. 

8 - For a moderate credit. 

Reports indicate bad pay. 

10 — Reports advise cash dealings. 

11 — Has fair income. 

11X~— Has good income. 

12 — Income irregular. 

12X~— Reputed to possess means. 

13 — Coupon received from collection system. 
14 — Honest, but resources small. 

15 — Owns residence, apparently clear. 

16 — Owns residence, encumbered. 

17 — Rents residence. 

18 — Owns real estate. 

19 — Last known address. 

19X— Real estate encumbered. 

20 — Character good. 

21 — Character fair. 

22 — Character bad. 

23 — Habits good. 

24 — Habits fair. 

25 —- Habits bad. 

26 — Legally responsible, 

27 — Claims have been placed for collection. 
28 -— One or more judgments heretofore recorded. 
29 — Moves frequently. 

30 — Special report advised. 

31 — Money at interest. 

32 — Nothing tangible upon which to base credit. 
33 — Usually pays cash. 

34 — Money left in trust. 

35 — Judgment before magistrate. 

36 — Account closed for cause. 

T - No means outside salary. 


Ke) 
| 


I 


| 
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EXAMPLE: 


Fleming, John Emerson, Secty. 11-5-8. 


(11) Has fair income. 
(5 ) Good risk. 


(8 ) For a moderate credit. 


REQUEST FOR PROPERTY SEARCH, AND REPORT N2 25700 
RECEIVED FROM TITLE COMPANY 


DATE —_—$ 
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INFORMATION GIVEN IN THE INQUIRY 
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Figure 13. Request for Property Search 
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Other Work of the Trade Bureau.—The special reason 
for the existence of trade bureaus is seen in Figure 13, which 
illustrates the need for particular types of information: 

Another feature of some of these organizations is weekly 
or bi-weekly luncheons where members gather, and on the basis 
of their identification numbers exchange credit information, 
all of which goes into the files for later use. 

These bureaus are continually at work on special reports 
and financial statements, including complete detailed investiga- 
tion concerning certain accounts. They cooperate in giving 
and securing information from similar organizations in other 
cities, in addition to publishing circulars of various forms con- 
taining information of general interest. 

These organizations also aid other members in collecting ac- 
counts when the members desire to take advantage of this 
service. Figure 14 shows the form of a letter enclosing a col- 
lection draft, sent out by one local credit association. Around 
the border of the letter-head are printed the names of the firms 
belonging to the association. The psychological effect of re- 
ceiving such a letter is apparent. 


Credit Clearing House.—The Credit Clearing House is a 
national organization under private management operating in 
the interest of wholesalers and manufacturers. It has offices 
in all of the principal trade centers. The Credit Clearing House 
has two separate functions; it is (1) A credit checking service, 
and (2) A collection service. 

In the performance of its function as a credit checking 
service, it is distinctly different from other credit organiza- 
tions. It furnishes neither ratings nor reports. It does furnish 
recommendations which recommendations apply to specific 
orders only; that is to say, a member makes an inquiry regard- 
ing a specific order, stating the specific amount involved, 
whether anything is owing at the time the inquiry is made, and 
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TELEPHONE PICO 9B3t 


Los Anceces, CAL., 


LETTER ENCLOSING 
COLLECTION DRAFT FOR OVERDUE ACCOUNT 


The enclosed COLLECTION DRAFT is mailed 
to’ you by BUILDING MATERIAL DEALERS CREDIT 
ASSOCIATION, a mutual organization of over two 
hundred and fifty building material dealers of 
Los Angeles, This Association is owned and oper- 
ated by its members without profit for credit 
protection, 


Unless the enclosed draft is honored 
or satisfactory arrangements are made for settle=~j 
ment of the account within ten days of its date, 
the facts will be recorded and your credit with 
the entire membership of the Association will be 
affected accordingly. 


Inasmich as this draft is not sent 
until after the Member Company, signing same has 
been unable to collect the account upon direct 
demand, it is presumed that the charge is correct 
and unquestioned. 


Remember that your credit 
is your most valuable asset 
in business, 


Figure 14. A Method of Collection 
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whether the account is a new one. A recommendation is then 
furnished which applies to this specific order only, not to 
any future transaction. 

The recommendations of the credit clearing house are 
furnished from credit centers. They are the results of an 
analysis of information secured by a search of the entire nation. 
The information is of various kinds and is secured from various 
sources. The ledger interchange information gives the highest 
credit granted to a customer, and records the customer’s paying 
habits. An investigation of the volume of orders tells whether 
the customer is. buying within the limit or is overbuying. In- 
formation giving the relation between assets and liabilities is 
secured direct from the subject. Reports of special investiga- 
tors, adjusters, attorneys, and banks, note the merchant’s 
history, his ability and local reputation, the location of his 
place of business, the stock which he carries and his turnover, 
court actions in which he has been concerned, and his banking 
habits. In fact, every element is included which would have 
any bearing upon the credit risk of the customer about whom 
the inquiry is made. 

This information all flows into a central point where it is 
put into one file or folder, together with an actual record of 
all the dealings of the customer with the membership of the 
Credit Clearing House, and from the information comes a 
recommendation. Reasons for recommendations are not given. 
The patron is kept informed concerning any change in the 
subject’s condition. A shipment may be recommended and 
later an unfavorable recommendation may be issued. As soon 
as the form of recommendation is changed, a notice is sent to 
all patrons who have previously inquired concerning this sub- 
ject. 

The system is the outgrowth of experience with both rat- 
ings and ledger interchange, the Credit Clearing House having 
pioneered in ledger interchange work. Fixed ratings once 
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printed cannot be changed, and to make a ledger interchange 
report as complete as it should be, takes some time. The system 
used by the Credit Clearing House with its continuous gather- 
ing of credit information, and the steady flow of credit facts 
which come to credit centers through the mechanical opera- 
tion of the system, enable the Credit Clearing House to give 
recommendations from conditions which exist at the time 
inquiry is made. 

The system is the result of 40 years’ experience in the credit 
field. - The recommendations are made by experts and based on 
the findings of 40 years’ experience and study of the causes 
of success and failure in business. The strength of business 
is measured in the same careful way as is the steel, wood, or 
stone by an engineer or the effect of different elements by a 
chemist. Through its ability to accumulate and secure up-to- 
the-minute complete information, its efficiency in gauging the 
condition of a business with stated or learned facts before it, 
and the policy of making each transaction subject to a separate 
and distinct recommendation, the system has attracted much at- 
tention in the credit world. 

The Credit Clearing House makes contracts with each sub- 
scriber entitling him to a certain number of inquiries—the 
minimum number being 100 per year. The national center is 
at New York City. It has its registered emblem, which many 
of its members print on their stationery and bill-heads. 

In addition to its credit checking service, the Credit Clear- 
ing House conducts a collection department which is perhaps 
the only nationally standardized collection service. This col- 
lection service is unique in that it accepts no fees either directly 
or indirectly from bankrupt or insolvent estates and will not 
act in the capacity of trustee or receiver. Its rates are gradu- 
ated, and it leads all other collecting mediums in volume of 
business and number of clients. Over 50,000 credit men use it. 

The first step in the collection of an account is to send to 
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the debtor a multigraphed form notifying him that the clearing 
house patron intends to place the account with the clearing 
house for collection if it is not paid. If this ‘demand letter” 
result in payment within ten days, there is no collection charge 
to the patron. 

Sometimes the ‘demand letter” is not used, and the patron 
requests immediate collection proceedings. In this case, the 
first step is also by correspondence, called the ‘‘special service.” 
If neither the “demand letter” nor the “special service’ result 
in payment, the account is placed in the hands of an adjuster 
or an attorney for an immediate personal demand on the debtor, 
or for suit. 
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CHAPTER X 
COOPERATION AMONG CREDIT MEN 


Tendencies toward Cooperation.—With the increasing im- 
portance of the credit transaction in the development of com- 
merce, there has arisen greater understanding of the need for, 
and mutual benefits received from, credit cooperation through 
the confidential interchange of ledger information and experi- 
ences. Even now some credit men do not take kindly to the 
belief of successful ledger interchange. Some of them, while 
realizing the necessity of harmonious cooperation, maintain 
that no set standards of business can be expected because of 
the innumerable human jealousies arising in business transac- 
tions and that there never will be a successful and efficient 
interchange of information between credit men. Certainly, 
if such pessimism were allowed greatly to influence the pres- 
ent movement toward cooperation the prediction would be a 
true one. It is fortunate, however, that an increasing number 
of credit men are seeing the benefits of such mutual credit 
interchange and are joining the ranks of those who believe 
successful organization among credit men to be entirely 
possible. 

The conception of the idea of organization of credit men 
for the mutual exchange of credit information may be. ac- 
credited to those men attending the Commerce Congress at the 
World’s Fair in Chicago in 1893. Here questions were raised 
as to the possibility of raising the standard of credit, of reduc- 
ing its dangers and losses, of improving the quality of informa- 
tion, and of the possibility of establishing standards of require- 
ments for granting credit. Out of this discussion there was 
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organized, in 1896, the National Association of Credit Men, 
with some 600 members at the beginning. 

The idea of national interchange of credit information has 
been of slow growth and its mutual benefits are still matters of 
dispute among certain types of people, but the fundamental 
soundness of the idea has been tested and proved until today 
the National Association boasts a membership of approximately 
30,000 credit men. 

Based upon the ideas that have proved so sound in the 
National Association, local associations have been formed in 
the larger trade areas, state associations have arisen to assist 
in exchange of experience between local associations, and trades 
have formed trade associations—all for the one purpose of 
pooling credit facts for the common welfare. ‘ 

The Telephone and Personal Conversation.—It speaks 
well for the growth of the spirit of cooperation that, although 
the idea began as a national issue, it has become an increas- 
ingly important local issue and has been the means of securing 
a spirit of mutual confidence almost amounting to comradeship 
between credit men of rival houses. The day is past when 
credit. men in competitive businesses “pass by’ on the other 
side of the street. They are more often arm in arm as they 
give and receive information on particular debtors to whom 
they are both selling. It is a significant indication of the 
growing regard for social welfare when the business integrity 
of a community demands that two individuals ordinarily repre- 
senting competitive businesses must exchange information for 
the sake of the common welfare of the business community. 
It is recognized that such cooperation renders each party safe 
in business transactions which previously were often dangerous. 
Thus, by personal conversation, or perhaps by telephone, the 
credit man of today is accustomed to cooperate with other 
credit men in a definite fashion which helps business. 
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Luncheon Meetings.—The close cooperation of credit men 
is evidenced by the luncheon meetings in particular lines and 
trades where the credit men meet regularly to exchange credit 
information on a systematic basis. or instance, the credit 
managers of the leading hardware concerns generally find 
themselves at a luncheon table one day a week for the purpose 
of exchanging information and impressions concerning the 
trade. Particular cases are discussed and seldom is there a 
violation of confidence. 

Problems peculiar to a certain line of business are more 
easily solved at these conferences, and this plan of separating 
industries into divisions enables them to seek finer adjustments. 
Trade meetings, then, divide the real work of cooperation into 
particular fields, placing the responsibility for success where 
it justly belongs. The more complex problems are given a 
hearing before the local association. 


Local Associations.—Particular trade areas find that much 
can be accomplished by organizations which include the credit 
men of the various business organizations extending credit. 
Thus we have the development of the local association. Offi- 
cers and directors are elected from among the members. They 
direct the credit policies of a community, tend to eliminate 
trade abuses of various kinds, foster cooperation favorable to 
particular types of legislation intended to strengthen the eco- 
nomic fabric of the community, and provide a means by which 
credit men become acquainted with each other and are enabled, 
through personal conversation, to gather information vital to 
certain accounts through channels which otherwise would be 
closed to them. 

These local associations are organized, in general, to serve 
as agents for individual members and in so serving to investi- 
gate, obtain, compile and on request furnish to the inquiring 
member information concerning the character, reputation, gen- 
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eral standing, financial responsibility and paying habits of the 
individual or company in question. Such local associations 
are generally responsible for the success of ledger interchange 
bureaus, the creation and operation of adjustment bureaus, 
the functioning of a local board of trade, and the administra- 
tion of bankrupt estates for the benefit of the creditors as inex- 
pensively as possible. 

They also offer cooperation with other cities in the same 
state, holding annual conventions of credit men where all topics 
of interest in this aspect of business are discussed in an 
authoritative manner both by members and outside speakers. 


Organization of the National Association of Credit Men. 
—The National Association of Credit Men was organized in 
1896. It sought to bring together credit grantors on a na- 
tional scale in order that credit might be systematically checked 
and a maximum of credit business attained at a minimum of 
bad debt loss. In the early days of the Association, the home 
office was little more than a recording office and the principal 
duties of the secretary were to keep the records and attend to 
necessary correspondence. The remarkable growth of the 
organization has caused new departments to be added from 
time to time until at present a force of forty-four is employed 
at the national office. 

The Association has a staff of representatives at Wash- 
ington and the Central Interchange Bureau at St. Louis with 
twenty-five employees. The representatives of the Associa- 
tion are increasing from year to year, as it takes a great amount 
of the secretary’s time making official visits to the one hun- 
dred odd local associations extending from coast to coast. 

‘The officers of the Association are a president, first vice- 
president, second vice-president, secretary-treasurer, and execu- 
tive manager. Provision is made also for a Board of Direc- 
tors of twenty-four members until the Association has reached 
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40,000 membership, when an additional director will be added 
by every five thousand increase in membership. All officers, 
save the secretary-treasurer, who is also the executive man- 
ager, serve without pay. The work of the Association is 
under the direction of this Board of Directors, of which the 
officers are members, these men representing the larger busi- 
ness institutions of the country. Through national district 
conventions the various activities are given momentum and 
the opportunity is furnished for discussion of particular prob- 
lems. The active head of the organization is the secretary- 
treasurer. 

Membership in the Association may be secured by every 
commercial credit grantor whose standing is above question. 
Among the members are manufacturers, wholesalers, jobbers 
and bankers. Each concern is represented in the activities 
of the Association by the official in charge of its credits and 
collection work. Active campaigns are carried on to secure 
new memberships and prevent resignations, with the result 
that the Association has grown from its initial 600 members 
to approximately 30,000 at the present time. 


Objects of the National Association.—The National Asso- 


ciation has stated its purpose in Article 2 of the Constitution 
as follows: 


The object of the organization shall be the organization of 
individual credit men and associations of credit men to make more 
uniform the basis upon which credit rests; to demand a change of 
laws unfavorable to honest debtors and the enactment of laws 
beneficial to commerce in the several states; to improve methods 
of diffusing information and of gathering data with respect to 
credits; to improve business customs; and to provide a fund for 
the protection of members against injustice and fraud. 


The scope of the work of the National Association is evi- 
denced by the activities of its various standing committees. 
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There are committees on Membership, Legislation, Business 
Literature, Mercantile Agency Service, Credit Department 
Methods, Credit Cooperation, Adjustment Bureau, Investiga- 
tion and Prosecution, Fire Insurance, Bankruptcy Law, Fed- 
eral Incorporation Laws and Commercial Arbitration. 


Campaigns of Education.—E ach of these committees has 
been active in accomplishing the work which it was intended 
to do. Only a few examples may be cited here. The Bank- 
ruptcy Law Bureau has to its credit several administrative 
reforms. The attitude of the National Association of Credit 
Men may perhaps be most accurately expressed by quoting 
from the report of the Bankruptcy Law Committee, through 
the National Convention of the Association, in 1924, as 
follows : 


It is well, in the opinion of your Bankruptcy Law Committee, 
to mention at the outset of this report what should already be 
well known, namely—that the enactment and maintenance of a 
National Bankruptcy Act was one of the Association’s first 
policies, made necessary by the unsettled condition of credits and 
the uncertainties of creditors’ rights under the old system of state 
insolvency laws. Coincident with the passage of the National 
Bankruptcy Act was the beginning of our active commercial ex- 
pansion—an expansion that may be ascribed in large measure to 
certain fundamental principles of the Act ensuring equality of 
rights and the stability of credit. 

Since 1898, when the Act was passed, your association has 
never changed its faith in the necessity of a Federal Bankruptcy 
Law, or its conviction that a reversion of state insolvency systems 
would result in turmoil and a scramble for priorities. We have 
considered ourselves the natural sponsors of the law. We have 
defended it against attacks in and out of Congress, and in two 
notable instances, in 1903 and 1910, we were largely instrumental 
in obtaining needed amendments to the law. 


The Association, through this Bureau, has recently laid 
special emphasis upon this law throughout the country, real- 


122 SOURCES OF INFORMATION [Pt. II 


izing as it does the necessity for such uniform action in elimi- 
nating credit abuses. The Association, through this Bureau, 
opposes excessive costs in bankruptcy proceedings and is 
working for more prompt obedience to referees’ orders, 
speedier election of trustees, earlier payments of dividends and 
the elimination of such other unlawful practices as have arisen. 

Business men are only beginning to realize that sound fire 
insurance is at the very foundation of the credit system and 
that the tremendous annual waste of created resources by fire 
is burning the nation’s commerce. Through the help of the 
National Association of Credit Men, banks and business men 
have been able to deal definitely with these problems. The 
retailer is shown the value of carrying enough sound insurance 
and is shown how excessive fire losses raise premium rates. 
The Association urges its members to adopt the plan of having 
their plants inspected periodically. Not only has the Associa- 
tion talked fire insurance, but it has gone to State Legislatures 
and urged fire marshal laws. The advertising matter sent 
out in the form of a leaflet, ““Burning Subjects,” has been a 
very effective means of presenting the subject to the public. 
The Committee on Fire Insurance and Fire Prevention has 
been instrumental in preventing many fires through fire pre- 
vention campaigns, and in emphasizing to the merchants the 
need of carrying adequate insurance to protect themselves and 
their creditors. 

Service through the Adjustment Bureau of the National 
Association is given to debtors who are temporarily embar- 
rassed and insolvencies are handled at cost. It is the duty 
of this Bureau to make investigations where losses appear 
imminent. Creditors are given the opportunity to take care 
of their own interests and to watch every detail of the expense 
of liquidation. By maintaining the support and loyalty of all 
the membership, the Bureau is able to do very effective work. 
“Friendly adjustments” is its slogan. 
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Association Publications.—The principal publication of the 
National Association, and the chief medium through which 
information of Association activities is conveyed to the mem- 
bers is the Association Magazine, the “Credit Monthly.” 
This monthly carries the news of the activities of various local 
associations, important programs of the National Association, 
and articles on timely business topics in which the credit man 
is interested. Each member receives copies of Association 
leaflets and a series of sample credit department blanks sug- 
gested to encourage uniformity in recording credit informa- 
tion. These printed standard forms and credit inquiry blanks 
may be obtained from the Association at cost. 

Besides the monthly literature, leaflets, and credit forms, 
the Association issues special literature of great interest to 
the credit man. These special leaflets cover such topics as: 


1. The Strain Imposed by the Abuse of Sales Terms. 

2. The Proper Calculation of Profits by the Retailer. 

3. The Influence on Your Credit Standing of Promptness 
Handling Correspondence. 

4. The Inventory, the Compass of a Business. 


The business men of earlier days were not at all convinced 
that a national association of credit men would be a desirable 
thing. It was felt by many that credit information was of 
such a nature that it could not be passed from hand to hand 
except through private agencies. It was also felt by the mer- 
cantile agencies that such an association might develop into 
a reporting organization which would possibly displace them 
and make them less important in the present economic organi- 
zation. Many retailers thought that such an association would 
tend to standardize credit in a way that would prevent them 
from buying goods on the best possible terms. The echoes 
of these arguments are still faintly heard, but they are gradu- 
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ally dying away with the multiplication of evidence to the 
constructive value of such an association. 
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CHAPTER XI 
MISCELLANEOUS SOURCES OF INFORMATION 


The Salesman.—With the development of big business and 
the extension of the territory served by the individual firm, 
the salesman becomes more and more important as a source 
of credit information. In many cases the salesman is the 
one personal representative of the house; he is the man who 
knows the customer personally, and whom the customer 
knows as the house representative. In cases where the credit 
man is unable to make personal contacts, this duty is devolving 
upon the salesman. It is easy to see that cooperation between 
the credit department and the sales department is absolutely es- 
sential to the success of a firm. 

There is a diversity of opinion as to just how much satis- 
factory information can be secured from a salesman, but all 
believe that it is desirable to use the salesman more definitely 
in credit work. 

The salesman can obtain certain kinds of information ob- 
tainable in almost no other way. He visits his customer’s 
place of business under almost all circumstances. The gen- 
eral appearance of the store, bookkeeping systems, furniture 
and fixtures, window displays, the meeting of customers, all 
reflect the merchant’s business ability. The salesman can tell 
from the stock of goods on the shelves what other firms are 
doing business with this merchant; what judgment the mer- 
chant shows in his buying; whether he drinks, gambles, or 
speculates; whether he is highly regarded in his community. 

Every credit department must secure this information from 
some source. A salesman who enjoys the proper relations 
with the credit manager can often serve his house in this very 
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important way. As the representative of the house, if the sales- 
man is possessed with a real interest for its success, he can 
gather all kinds of information concerning conditions which 
are a help to the credit man. 

The value of the salesman’s information depends to a 
large extent upon himself. The quality of the information 
furnished is in the nature of opinions and must be considered 
together with a knowledge of the salesman’s characteristics. 
In many cases, in order to make a good showing on his sales, 
he is prone to become over-optimistic. On the other hand, 
there are many salesmen who have become so well acquainted 
with their business and their district that they are able to judge 
a situation as well as, or better than, the credit manager. 

One of the most important assets of a business house is 
its “good-will.” In getting and keeping the “good-will” of its 
customers, a house is materially aided by the cooperation of 
the sales and credit departments. This is well illustrated in 
the collection of slow accounts, when the salesman, who under- 
stands the customer’s situation and difficulties and can sympa- 
thize effectively with him, can often succeed in collection and 
at the same time keeping the customer’s good-will in cases 
where the credit man’s letters have been of no avail. 

The proper cooperation with salesmen will often eliminate 
the necessity of turning down accounts after they have been 
sold. Selecting customers is as important as turning down 
bad accounts; in fact, it is more important because it is con- 
structive rather than destructive in the development of busi- 
ness. Sometimes salesmen go into their territory with a list 
indicating the good prospects in the localities to be covered. 


The Salesman’s Report.—The salesman generally carries 
a report which comes in with the order on any new account. 
Often, also, he fills out a slip for old accounts if there are 
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any changes in conditions. Two forms of salesmen’s reports 
are shown in Figures 15 and 16. 


The Attorney.—Some firms have found that attorneys 
may be a means of securing supplementary credit information. 


Real Estate Owned 


Equipment, Number and Kind of Autos 
Dough Mixer 


Store Fixtures 
Fountain Fixtures 
Number Tables 





Figure 15. Salesman’s Report on a Specialized Line 


This applies particularly to the small town attorney, who knows 
the debtor and his place of business, his reputation and the 
local conditions affecting his standing. The attorney can get 
information on business ability, habits, local reputation, local 
conditions, value of property, outstanding claims and lawsuits, 
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and other personal items which the merchant in a distant city 
is unable to get. Home town gossip is a source of informa- 


Salesman’s Credit Recommendation to be Mailed with all New 
Accounts and used in Recommending Temporary and 
Permanent Increased Ratings. 


Partners’ Individual Names 

Address..... 

Banks used 
Married or Single 
Ability 

Previous Business Experience 

Overhead Expense 


Salesman’s Signature 


For Dept. Use only 
Bradstreet rating Dun eratingse eo eee ieee 





Figure 16. Salesman’s Report on Typical Business 


tion more or less reliable on all of these points. Though not 
wholly reliable, it sometimes gives useful warning of the need 
for further investigation. 
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Nevertheless, while the attorney has access to many sources 
which the average citizen is unable to reach, the reports of 
credit men are not very favorable to his usefulness as a source 
of credit information. This is due largely to the very nature of 
the legal profession. The merchant to be investigated may be 
a client of the attorney from whom information is asked. In 
the oath which the attorney takes upon entering the practice 
of law he swears to maintain inviolate the confidence and at 
every peril to himself, to preserve the secrets of his client. 
The attorney is therefore prohibited from giving any reliable 
information which he might possess. 

As to persons other than clients, of course, the attorney 
would not be restricted in any way, and his value as a source 
of information would depend upon the size and character of 
his practice. But here, too, he is restricted in his ability to 
furnish information. The attorney is not primarily a busi- 
ness man. His training is cultural and technical; and so, as 
a rule, he is not an expert in giving advice on a credit risk. 
In a general way, he can furnish information valuable in de- 
termining the conditions affecting property, for he can investi- 
gate and report the clearness of the title as to heirs and en- 
cumbrances. | However, this information is usually on record, 
and can be ascertained by any individual through a search of 
the public records. 

Furnishing credit reports is an incidental matter to the 
average attorney, and he seldom furnishes the report except 
as a matter of convenience for his clients. An attorney of 
good repute, who has a worth while practice, is unable to take 
the time necessary for making a reliable report. Another 
item to be considered is that no business house would pay 
the attorney for a credit report at the same rate of compensa- 
tion that the same firm would pay for research in other lines. 

There are in most communities attorneys who specialize 
in commission business, and maintain a separate department 
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for the purpose of supplying credit information. Various 
publishers develop lists of attorneys who are available for 
this purpose. An example of this is found in the Martindale 
Service. This Service prints the name of a subscribing at- 
torney from each town who has been found, after due investi- 
gation, to be of good repute. This list is published in book 
form and distributed to mercantile houses. The aim of the 
‘Service is to help business houses make collections in various 
parts of the country at the least possible expense. Often- 
times forms are prepared to fit the particular situation, both 
for the use of the house asking information and the use of 
the attorney. 


The Bank.—Credit men have not been found enthusiastic 
about the bank as a source of direct credit information. 

Banks are eager to know whether or not a borrower is 
maintaining a good credit reputation among mercantile houses 
and are always asking for complete information concerning 
depositors who wish to secure bank loans. That the credit 
manager of a mercantile establishment should cooperate with 
a bank is accepted as good business practice, for the bank 
account of any person is a good credit indicator and all busi- 
ness firms have been schooled for decades in the idea that 
any business man who declines to show himself to his banker 
becomes the victim of his own prejudices. If he refuses to 
give complete information he is open to suspicion and distrust. 

On the other hand, when the credit man asks for informa- 
tion from his bank, he often finds it difficult to obtain. The 
answer given most often by a bank includes merely a state- 
ment that Mr. So-and-so keeps a good balance and he is con- 
sidered to be a good customer. The justification of the banker 


in this connection is generally prefaced by such arguments as 
the following: 
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Banks are held responsible by public authority as fiduciary 
institutions. 

Banks work on a smaller margin of profit than is customary 
in mercantile pursuits. 

Merchants are more dependent on their bank than on any 
one creditor. Banks are responsible for their own funds 
and also for those left them by their depositors to whom 
their responsibility is rigidly outlined by law. Out of the 
nature of the situation then there comes an ultraconsery- 
ative policy. 


The bank builds up with its clients a confidential relation 
which bars the free exchange of direct information. There 
is, though, one function which the bank can perform as a 
source of credit information—that of verifying information 
already received from other places. If the customer states 
that he has a certain balance, the banker will ordinarily indi- 
cate whether or not it is correct. If the customer states that 
he has borrowed a certain amount from the bank, it can be 
verified. If the customer states that he always meets his bank 
loans promptly this fact can be verified. The bank can also 
give information as to whether or not a customer honors 
drafts passed through the bank and can confirm or deny appar- 
ent financial strength as indicated from other sources of infor- 
mation. The bank is interested in credit; the mercantile firms 
are interested in credit. Neither can afford to discourage 
legitimate methods of acquiring credit data. More cordial 
relations, more reciprocity, are needed in credit dealings be- 
tween banks and credit managers. This seems to be a source 
of credit interchange which may well be developed. 


Trade Journals and Other Publications.—Most firms now 
belong to trade associations. These associations often furnish 
credit information direct in the shape of reports and special 
communications and they generally have a publication which is 
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filled with news of the trade picked up from time to time by 
the editorial staff. It is quite possible for a credit man to be 
on the subscription list of most of the publications of trade 
organizations in which his customers may be interested and 
by keeping up to date on what-he finds in them, he has avail- 
able a vast supply of supplementary information bearing upon 
many of his customers. The trade journal and the trade 
journal’s representatives are well acquainted with trade gossip. 

Besides the trade publications there are numerous other 
magazines where small items concerning individuals and their 
successes and failures become the beckoning or warning signs 
respecting particular individuals, so far as the reader is con- 
cerned, if he is quick to draw conclusions and to scent implied 
connections. Most communities have a business paper as well 
as daily papers and local magazines. All of these serve as a 
source for items of information essential to a well-rounded 
knowledge of a credit subject. 


Statistical and Economic Services.—In addition to this 
type of information, statistical and economic services of vari- 
ous types answer the same purpose. The credit manager is 
not only interested in individual success or failure but in the 
success or failure of particular groups in the business world. 
He is interested in a comparative study of expense in his par- 
ticular line of business. To a certain extent he is the “watch 
dog of the treasury” and is at all times interested in the general 
economic welfare of the nation. He will consult Moody’s 
Manual for detailed information concerning the financial stand- 
ing of particular firms, as well as the regular reports of the 
Mercantile Agency. He will also read with care some one 
of the statistical services of a national character such as the 
reports of the Harvard Economic Service, the Brookmire Eco- 
nomic Service, or Babson’s Reports. He cannot, if he is wise, 
be guided blindly by any of these which he may read, but he 
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can find in them a basis for his own study of conditions as | 
he finds them applying to his particular business. As he gets 
successful reports, gathers comparative statistics in a particu- 
lar line of business, he finds himself growing in a knowledge 
of the business and possessed of a number of mental measuring 
sticks of success or failure. All these supplementary sources 
of information serve to strengthen his position and he grows 
in the ability to command at a moment’s notice an organized 
array of all material and in the power to draw conclusions on 
the basis of this array in accordance with the true condition of 
the subject’s business. 
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GHAPTER XII 


THE FINANCIAL RECORD AND ITS 
INTERPRETATION 


The Relationship of Accounting to Credit.—The credit 
manager as a part of the management or at least as a represen- 
tative of the management is interested in running the business 
with a view to a fair profit for an economic service rendered 
to the community. The financial success of the business is the 
ultimate aim. He is dealing with other firms whose ultimate 
aim is also financial success. In an economic organization, 
such as the one in which we live, financial success or failure is 
measured in monetary terms—in dollars. Dollars are merely 
the units of a system of measure by means of which we give 
numeric expression to the relationship between goods and a 
standard of value and medium of exchange, or as we com- 
monly term it, money. To indicate whether or not at the end 
_ of a period of operations we have improved our financial posi- 
tion, a system for the recording of all commercial transactions 
must necessarily be adopted. The record, by means of which 
we indicate income and out-go and make a statement of our 
financial standing, is called book-keeping. If all transactions 
were cash transactions, less accounting would be necessary be- 
cause the amount of money on hand at the end of a period 
would indicate the proportion of success which had been at- 
tained. The credit transactions, however, call for detailed 
records in order that no aspect of any particular transaction 
may be forgotten during the period of time between the first 
and second transfers of property. In the accounts, then, the 
credit manager finds one of his chief sources of information 
and his record of the paying habits of his customers, together 


134 


Ch. 12] THE FINANCIAL RECORD 135 


with complete statements of their actual standing at a particular 
time. This development has often led, as suggested in an 
earlier chapter, to the natural evolution of the bookkeeper into 
a credit manager. 


Sources of Financial Information.—The primary source 
of financial information is, of course, the books of the 
customer. His record of expenses and income and the 
financial statement which he takes off at periodic intervals 
furnish the original data for the financial record presented to 
the credit man as a basis for the granting of credit. The 
financial statement is a summary of condition at a particular 
time indicating what is owned and what is owed. In it are 
reflected the results of the business transactions carried on 
during a period of time. The profit and loss statement or in- 
come and expense account indicate the manner in which the 
existent condition was created. It has been effectively said 
that a financial statement is a photograph of the business as it 
stands, while a profit and loss account is a moving picture of 
the financial operations of the business during a given period of 
time. 

Secondary sources for financial information include banks, 
mercantile agencies, and other customers. These serve as a 
check against that information which comes direcily from the 
original books of account. 


Business Practice in Relation to Financial Statements.— 
The question of demanding financial statements is one which 
must be settled in each individual case in the light of particular 
circumstances. In some lines of business it is customary for 
debtors to furnish complete statements at regular intervals to 
all the firms from which they buy. It can be said that the num- 
ber of debtors who regard the request for a copy of a financial 
statement as being too prying is gradually growing less. 
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Most business men are coming to believe that the giver of 
credit is a contributor of capital and becomes in a certain sense 
a partner of the debtor; as such he has a perfect right to com- 
plete information of the condition of the debtor. It is becom- 
ing more generally recognized, also, that no credit managers 
will willingly refuse credit to a customer if there is any justi- . 
fiable proportion between the credit asked and the basis of 
credit upon which such a request is predicated. 

It has been indicated that statements come in two ways, 
directly and indirectly. Many houses still believe that the 
report of the mercantile agency is sufficient and many firms ask- 
ing credit will often refer such a request for a direct statement 
to the mercantile agency for an answer. If all honest success- 
ful debtors could be convinced that direct statements are 
effective instruments, tending to eliminate fraud, then they 
would accede more cheerfully to requests for such statements. 
Such financial statements are not evidence of weakness but 
rather enhance the faith which is already a part of the credit 
relation. 


Forms of Financial Statements.—There are almost as 
many forms of financial statements as there are individual 
accountants and auditors who prepare them, but in recent 
years there has been a pronounced tendency to standardize re- 
ports of financial standing both in trade associations and among 
the public generally. Certified public accountants, committees 
representing bankers’ associations, and credit and trade as- 
sociations have worked together for the standardization of 
these financial reports so that time may be saved in their 
analysis and the purpose for which they have been created may 
be achieved. 

The National Association of Credit Men has adopted 
standard forms which it provides for its members, attémpting 
to take advantage of all of the desirable points in the prepara- 
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tion of such statements. One of the simpler forms is presented 
in Figure 17. 

Other good statement forms are those used by Federal Re- 
serve Banks shown in Figures 18-20. They are intended 
merely as guides and are not presumed to be sufficiently com- 
prehensive to cover all concerns. 

More complete statement forms—adopted and recommended 
by the National Association of Credit Men are shown in 
Figures 21 and 22. 


Form of Profit and Loss Statement.—lIt is sometimes 
important to obtain more intimate information concerning the 
progress of a business than is revealed by a financial statement. 
To know the actual profits and expenses of a business is to. 
know more of its credit capacity. It can be seen by examina- 
tion of the following simple form that much valuable informa- 
tion is made available. Its actual interpretation is taken up in 
another paragraph. 


Carson AND THOMAS 
INCOME AND EXPENSE FOR Marcu, 1924 


Sales RPL Sen pen etc akeissoy Moke oseletorers sisvsieieperswe are cereas $8,000.00 
Midsemelnventoiny, a iatche I. steettiotcne se micres aerren ae $25,000.00 
Mid Sepeee Ch aSES 7s teres vers s sure eiciere o.oo atayeater sine okenciaay 4,500.00 
29,500.00 
Micise wel nVentOnyemNlanGh SE clases setciclela tera eectacte 24,000.00 
BostmofesMidsemeSOlds | a. cstatasccs ates eitletso,eislvola a sis'6 so aveyere 5,500.00 
Grossmerotitzonoaless ts mr dee ee erate ae 2,500.00 
Expenses: 
Salesha weaned Snes Decent niinhic seve moans 700.00 
PDNGIMINIS CEA LLY Gleesieen «ies <tcicieiass oishcllarettel tendo ate tse tee 525.00 
Eninaiic ta leeward oreecioth ee Nisiera seta s @ Scsscieee 25.00 
These! ABS Seg acape up cou ooUT.c.0 COURSE 1,250.00 


IN GEE LOLs acne: Sie 5 Meese cas doles $1,250.00 
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FARMER. 
Statement of 





ASSETS 


Cash on hand and in bank 
Loans and accounts due to me (good) 


Farm Products 


Farm landand buildings (seeschedule) 
Farm implements and machinery... 


Other property (itemized) 











{Pt. II 





LIABILITIES 
Accounts and notes owed by me 
without security 


Notes or mortgages owed by me 
with real estate as security 


Notes owed by me with chattel 
mortgage as security 


Other indebtedness (itemized) 

















Estimated Value —_ Assessed at 








Mortgaged for 








Contineent Liasmiry as indorser or 
guarantor 


Accounts AND Notes Payasie. (Jf 


any are past due state amounts and 


Orner Liens.—(If any other liens on 


assets, state amount and circumstances) 


I hereby certify that the figures and statements contained on both sides of this sheet are true and give a 
correct showing of my financial condition. 


(See reverse side) 





Figure 18a. Form used by Federal Reserve Banks-——-Farmers (face) 


Ch. 12] THE FINANCIAL RECORD 141 


(The balance of this space may be used for writing any questions desired to be asked amplifying statement of 
condition as shown on reverse side.) 





“YY Y_»YY_Y_Y_YYPr YEPqPY°*y*»=»yP YOr~eyYyeEyweaeoeOoOmOOO OO YY YY YP YY YY YY YY YY YP YY YY YY YY YY 
Figure 18b. Form used by Federal Reserve Banks—Farmers (back) 


If in addition it is possible to obtain a detailed account of the 
items of expense classified under such headings as salaries, 
heat, light, rent, advertising, taxes, insurance, bad debts, 
officers’ salaries, etc., it is still easier to diagnose the financial 
health of the concern. 


Importance of Interpretation—When the statement is 
received the work is only begun, as a financial statement is 
nothing more than the condensed record of the books. A well 
kept set of books and a report set up in standard form may not 
mean much to the man who does not understand them; the 
facts must be interpreted so as to tell the complete story of the 
business. It is here that the analytical ability of the credit 
manager is brought into play. The credit man, possessed of 
an imagination sufficient to build up a complete set of re- 
lationships from the figures presented to him in a financial 
statement, is indeed fortunate. To him figures become indica- 
tions of tendencies and trends in the success or failure of the 
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DEO sesoseetacect mated dei capevontesinevesss Aven eles tan ecUetatat eet cel ed gees real arT ea MEasecenctere 


Statement Ofsccsmersssccsssessersssnsereescrsesereeevssnnsnersansengcesssesetsssaneseqnenssestarestnestinetsovewnenrentessessesnressstmnsssenss rasararreseanastsnmeesaseeevsce teneeereserereesen 


Basiness: ceosacssivcsecessarrssverenestn seen vuresss overossrstvs seabeovessaneqostesssorevsonsonsssaspeonvemecressacsen. AA ICT CSS: nseavedaesansssisscarreataees sae vourbaevecortssetoussotesesebova 


os sray os sannsespranuset sabenescersunsresdenrecsevoncee BO teceer co 


Condition Shown bYs.ssesssevsereeserneeeDOOKS and inventory of .. 


Notes Receivable of Custome 
CearTeDnt esenreseerese sneer =: 


Past Due, Cash Value... 
Accounte Receivable of Customers 


Carre De crrmecesrsseeretsecesrsorern 

Past Due, Less than 6 months, 
Past Due, over 6 months. 
Acceptances of Customers. 
Merchandise: 

Finished 

In Process, Unfinished 

Raw Material........... ae 


United States Government Obligations... 
Collateral Pledged to Loans: 


Noteo Receivable,...n....acsusmrcssmnsenerseere 


Becurities ...... ma ts ereteeeeessPeasrres 
Other Active Assete__. 


Due from Controlled or Allied 
Concerns: For Merchandii 


For Advances.,,...resssscersreer 
Btocke, Bonds and Investment 
Lend .. 
Machinery, Equipment and Fixtures... 
Horses, Wagons and Automobiles,,_...,., 
Good Will, Patents and Trade Marke...... 

















Other Assete—Itemize..0.n snes 





Figure 19a. 








Notes Payable for Merchandiee...._..,........|| - 


Acceptances Isgued. 

Notes Payable to Banks..... 

Notes Payable for Paper Sold.. 

Notes Payable to Others... 

Accounts Payable—Not Due,.._. 
Accounts Payable—Past Due... sesescee 


Secured Liabilities by 
Notes Receivable ......_.. 


Accounts Receivable....... 
Trade Acceptances, __. 
Merchandise... secon 
Securities 1a... cseccseseenses 
Any Other Current Liabiliti 


Total Current Liabiities......... 
Mortgages or Liens on 
Real Estate... 
Bonded Debt. oo caseitscauscsronsiserrinncterte 
Chattel Mortgages. ecemneereseere 
Any Other Liabilitiee—Itemize.____... 

















(Seo Reverse Side) 





Form used by Federal Reserve Banks—Firms (face) 
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Insurance 
Sen Md erehiaess 166 Pos, sacascosncs susovotesseA OUT SERIE Ospsrac aceseser cee secu Lapsop | CHEE Prnkesass cbecstbstetaretrosesiae Liability P anccsunipssmesienas 


Contingent Liability of Any Kind 


Upow Receivables Diseonnted or Pledged..........—..as0» on 

Upon Aecammodation Paper or Endorsemente,,...-... roc beanaesartectaeatt 

Customers’ Accounts Bold and Asaigned.......csecsmeensssies vessssmeersapesceneeseernesn ean ikcineareeslaceineseninsetasenatsenssssaneed 
As Guarantes for Othere on Notes, Contracts, etc___. 

Vor Bénds or Unfinished Contract... usnnn _ 

Por Len 0es nym essen 

Other Contingent Liabilities 





Condensed Profit and Loss Statement for Fiscal Year i 


EXPENSE 


Cost of Material or 
Merchandise consumed... mreesnsnncsnee || ssneereesee eee 
Actual Expense of Conducting 


Business, including Rent, 
Taxes, Insurance, C0 .ejs.nerveneeemmneener nent 


Int. on Borrowed Money, Bonds... 


Depreciation Charged Off, 
Net Profits... 





I—we have auilited the accounts of__..... 
(eae a nennene etd certify that m my our opinion the above Balancs Shest and Btatement 


ot Profit end Lose set forth the financial conditions of the firm or eompany at. ed the revalts 
of ite operations ‘for the period. 


WORTH OF ENDORSERS EXCLUSIVE OF THEIE INTERESTS IN THE BUSINESS 
- 
ee SS eee 
7" 


ee, nee 





Figure 19b. Form used by Federal Reserve Banks—Firms (back) 
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CORPORATION 


Form No. 676-5m-4-22-J 


Bradstreet 


ng { Dan 


To _$_$___ 


Statement o 


DOT et eee een er ne, SS ey ee ee 
Condition shown by——-——________books and inventory of ——.—____——_— 19 


Corporate Namo 
Main Office 
Branches 


ASSETS 


Cash on band and in Bank ————— 
Notes Receivable of Customers: 


Current. 


Past Due, Cash Valve. 
Accounts Receivable of Customers: 


Current. 
Past Due, Leas than 6 months. 
Past Due, over 6 months. 


Acceptances of Customers. 
Merchandise: 
Fibished. 


In Process, Unfinished______| 
Raw Materiol___. 
Uniged States Government Obligationa_| 
Collateral Pledged to Loans; 
Notes Receivable —— 


Accounts Receivable__________| 


re 





Trade Accoptancea___.______. ___}/.... 


“Merchandise. 
Securitics, | 
Other Current Assets. 


Total Current Assets__._._. 
Doe from Controlled or Allied 
Concerns: For Merchandise _| 
For Advances. soe, 
Stocks, Bonds and Investments_ 
Land_ 


UO se 
Machinery, Equipment and Fixtures} oo} do 
Horves, Wagons and Automobiles) ot dd 


Notes Receivable—Due from Officers, 
Stockholders and Employees, 


Accounts Receivable—Due from Ofiicers,|| 


Stockholders and Employees, 
‘Good Will, Patents and Trade Marka__| 


Other eS cewvertye| recaseeee lon 
Deferred Assets, 


Location of Plant 


a 


Notes Payable for Merchandise. = 
Acceptances Issued____ i. 
Notes Payable to Banks 
Notes Payable for Paper Sold ‘ 
Notes Payable to Officers, 

Directors ang Stockholdera__.__ 
Notes Payable to Others___ =I 
Accounts Payable—Not DL 
Accounts Payable—Past Due. 

Aogvunts Payable to Officers, 
Directors and Stockholdera_____f ww sesreee[ecseaceenfecoterseefonee 


Deposits of Money with this Co. 
by Officers ahd Others | 


Secured Liabilities by 
Notes Receivable_______ nd 


Accounts Receivable, 











Mortgages or Liens on 
Real Estate. 


Bonded Debt. 
Chattel Mor 
Any Other Liabilities—Itemize____ 











Capital Stock—Com. Outstanding |) aff ccseeadcessee 
Capital Stock—Pref. Outstanding __|| _. 


Surplus and Undivided Profits,___|| . 

















TOTAL, 


Figure 20a. Form used 








TOTAL. 


(See Reverse Side) 


by Federal Reserve Banks—Corporations (face) 
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Insurance 
On Merchandise?________On Plant ?___Credit ?____Liability ?. 


Contingent Liability of Any Kind 


Upon ‘Recelvables| Discounted or Pledge eee 
Upon Accommodation Paper or Endorsements. ——EeE——EEEEESES 
Customers’ Accounts Sold and Assigned, 


As Guarantee for Others on Notes, Contracte, ete 
For Bonds or Unfinished Contracte, 


For Leases. 
Other Contingent Liabilities, 


Condensed Profit and Loss Statement for Fiscal Year Ending... _»__192 


EXPENSE INCOME 


Cost of Material or Net Seles. 


Actual Expense of Conducting Taree i“ 


Business, including Rent, 
Taxea, Insurance, ete. te From Discount in Purebase. 


Salaries Paid to Officere___y_ From Other Sources—Itomise ff ons fesssecseefenneee 
Int. on Borrowed Money, Bonda________ 
Bad Dedte Charged Of 

Depreciation Charged Of. 

Net Profits. 








Surplus and Undivided Profits 


At Close of Previous Year $. 

Less Charges Not Applicable to Current Year. 

Add Net Profits ag Above-—Itemize_ 

Lese Dividends (Preferred (Per Cent) 
(Common (Per Cent) 

Undivided Profits 


Twa have hedited (tha) Recnumts 00-2 Goer A DORIOR Sit cceeieainainemanaeedoes 
to, and certify thet im my our opinion the above Balance Sheet and Statement 
of Profit and Loss ect forth the financial conditions of the firm or company eto kd the realto 
of Its operations for the period. 


aie Public docoustuat. 


Nem 


Dy 


WORTH OF ENDORSERS EXCLUSIVE OF THEIR INTERESTS IN THE BUSINESS 





Figure 20b. Form used by Federal Reserve Banks—Corporations (back) 
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PROPERTY STATEMENT 
ov 


ro 


—_— 
hme Rens a Ben re be Se 


For the purpose af obtaining marctamtion Guam poo og oralit, we make Oe (lowing stahameet Ge YHENS intering Det we 
shook! rely (hereon respecting car daaccal comtitioe as af (Date) | 


Macdivery (How valoed, 
Depeesiate___) 
Fixtures and other Syaipmeat ew | 
vatest: Cost____ Depreciateal_ 
Lad aod Baiktiogy a descritel below, 
Notes and Accoants owing duus aiicersy, | 
employer, or Chere AN Costoceer____ | 


Odden asetas 
(Deere) 


TOTAL ASSETS 


Wat Qods of acrwant do yor keep? 

Wins Xie statement mate from thee Noks! ae DO yee Rees et Heads 

De you aall or Medlge your aqnmuts (@ creditors, Nass, Geamce companies ce coders wR ares a a he ae 
peice? & Wat amowat of your accounts Dave yoo aNd co Neg Gomng De past Oeetwe seeests! & 

Are any cratinns secenal Dy mortgage of lee of aay soc Ra dwt 


A gener 
Are any claims ba attormeye) Mand co waits agaiast yout cami 2 AS 

Rave yoo mercdandiee on comtigument or CoaiGomal sale lt Ra wet amceat? & 

Lf Dushneme property is lease fr what teem aad wat reotall am, 
Nase and looaditty of voor Mak or Dak 

Lewation aad Kind od Decetinons, 

‘Vedder the laws of what state is yoor Deainess leonrporssad 





Figure 21a. Form Adopted and Recommended by the National Associa- 
tion of Credit Men (face) 


Ch, 12] THE FINANCIAL RECORD 147 


TNSURANCE 
Ox Mer-handise §_ On Buildings § Machinery 9. Pixtures § 
Other Equipment 9. Employers’ Mability §. 
Ts apy isurance assigned? ‘What amount?. To whom? 
Amount of life insurance for benefit of businesa § 


With what companies. 


SUMMARY OF PROFIT AND LOSS 


Inventory of Mdse. beginning of fiscal Sales last fiscal year. 
year (not including figtures or equip- 
meot) Income from all otber sources 
1 if Mdse. 
Coat of Mase, purchased during the year aventory of Mdse. at close of year} _____ eee 
Total Income for year 
Less Total Expenses 
TOTAL EXPENSES. NET PROFIT FOR YEAR. 


» RBCORD OF LAND AND BUILDINGS 





Description and location 


BUY PRINCIPALLY FROM THE FOLLOWING CONCERNS 


Names and Addresses of Officers. 


REMARKS: 


The foregoing statement has been carefully read (both printed and written matter) and is in all respects complete, accurate asd 
trathfal. It discloses to you the true state of our financial condition on the date above stated. Since that time there has been no 
materiel unfavorable change in our financial condition; and if any such change takes place we will give you noticn Until such notice 
is given, you are to regard this as a continuing statement 

Name of Corporation, 
Signed by 


Street, 





Figure 21b. Form Adopted and Recommended by the National Associa- 
tion of Credit Men (back) 
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WESSEL'S ENV-O-BLANK ~s 
TRADE MARK pone 
REGISTERED IN U.S, PATENT OFFICE an 
AMERICAN LOOSE LEAF MFQ. 00. . 
SOLE MFRS. CHICAGO Ss. 









|__| To Others (Including relatives and friends) 
Owing for Wages and Salary. 


nees receivable. 
Kandise, (How valued: Cost or Market?). 
TOTAL QUICK ASSETS 









Owing for Rental and Taxes, (City, State, Federal) 





Land and Buildings as described on reverse side 





Owing from officers or members of firm, employees Debts secured by mortgage on real property, chat- 
and others not customers. tel or other lieos : 


Other assets, Other Liabilities 


TOTAL LIABILITIES 


5 Owing on Land and Buildin, 
Machinery, Fixtures and Equipment TOTAL QUICK LIABILITIES 





TOTAL ASSETS 





TOTAL 





On Merchandise $. 
On Machinery, Furniture and Equipment $. 
Amovnt of Life Insurance for benefit of business. 


Is any Insurance assigned? $F 80, to whom? 
= ————— 





On Buildings $ 
_—_For Employers! Liability $. 


































Do you pledge or sell accounts or notes owed you by customers to banks or finance companies or others?. 
Ace any of your creditors secured by mortgage or other lien? 





Uso, what amounts pledged, 








If so, ho«?______. Amount $§______. .___ Who? 
Are any claims in attorneys’ hands or suits against your. 
Average Monthly Sales $____E Portion in Cash Portion on Credit_____ Average Monthly Expense $. 
Do you keep books of account?_______ If 60, what books of account do you keep/. 





Are the above figures estimated or taken trom books of account and inventory? 





When did you take Jast inventory’. 





Ac cost or market?. 





Te any portion of merchandise shown in above assets on consignment or conditional sale? lio, sve do) 





eT 





Amount and nature of any contingent liability by endorsement or guarantee for others 





If your business property 1s leased, for what terme and rental? N.S 


Give ex@et location of business and how long established there 


Previous business experience and where. 








Name and locality of your bank or banks. 
Please answer all questions. Where no figures are inserted, crite! word NONE. 











The foregoing statement has been carefully read (both the printed and written matter,) Raat ia in all respects complete, accurate and truthful, It 
disclores to you the true state of my (our) financial condition on the _—___da (eee Since that time there has 
beeretro tmatterial wnfavorable change in my (our) Snancial condition; and if any euch eunage ake place I (we) will give you notice Until each netics ie 
given, you are to regard thie asa contiouing statement 

Name of Individual, Firm or Corporatio: 
Signed by 


Date of Signing Statement________ Street 






















Town. State. 
= = 


IF PARTNERSHIP NAME PARTNERS. 1F CORPORATION NAMES OF OFFICERS. 




















ee eo 
Be sare to give a Complete List of Houses You Deal With and Amount Owing Each on reverse side of this sheet, also record of land and buildings 


4 


Figure 22a. Property Statement—Envelope Form (face) 
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RECORD OF LAND AND BUILDINGS 


TITLE IN NAME OF 


BUY GOODS FROM THE FOLLOWING PIRMS: 


Pep Amoast Owieg 
_ Open Account — 


REMARKS; 


Do not write below this line 





Figure 22b. Property Statement—Envelope Form (back) 
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particular business and those relationships suggest questions 
to him by means of which he soon knows the business of his 
customer as if it were his own. He is thus put in a position, 
not only to protect the house, but also through just and tactful 
suggestion to aid his customer in the financial administration 
of the customer’s business. 

To form correct conclusions, it is essential that the assets 
and liabilities be stated in such a way as to place beyond doubt 
the nature of the items included. It is also necessary to have 
a clear understanding of the meaning of the varied items com- 
monly included. For the purpose of this explanation, we shall 
assume that a statement is before us filled out on the standard 
form approved by the National Association of Credit Men 
(Figure 17). 

Assets: The term “Assets” refers to property owned, not 
necessarily free from debt, but including all items the posses- 
sion of which is presumed to lead to the creation of profits or 
the enjoyment of property rights. In the United States these 
are generally listed at the left hand side with the liabilities op- 
posite. Assets may be roughly classified as being of two types: 
“quick” and “other assets.’ By quick assets or current assets 
are meant those which include cash or items which can be 
readily transformed into cash, such as accounts receivable, 
notes receivable, merchandise or government bonds. Among 
“other assets’ would be included machinery, fixtures, land, 
buildings, of just as definite a value, but of such a nature that 
ready transformation into cash is impossible. 

Cash in hand refers to money in the drawer and safe. 
Sometimes it does include items which are in reality not cash, 
as for instance, I. O. U.’s, memoranda covering withdrawals, 
paid cash bills and expense vouchers. If unduly large, it means 
either carelessness in the handling of money or the inclusion 
of items which are not properly included in cash. 
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Cash in bank can be checked to some extent. It is, how- 
ever, subject to withdrawals at any time. If unusually large 
it would indicate a disregard for an opportunity to turn it into 
some short term security that would give the business greater 
returns than the normal interest on a bank account affords. 
The credit manager should be confident that there are no liens 
or offsets against this account. 

Accounts Receivable properly refers to accounts owing by 
customers and should include only those good and collectible, 
not pledged or sold. From the credit manager’s point of 
view accounts receivable furnish the avenue by which 
merchandise is transferred into cash. A healthy condition of 
business is more dependent upon the condition of accounts re- 
ceivable than upon the condition of merchandise. It has been 
said that merchandise measures the merchant’s ability to sell, 
but accounts receivable measures his ability to sell wisely. 

Overdue trade accounts are present in a greater or lesser 
degree in nearly all businesses. It is not always easy to de, 
termine their value. However, it must not be forgotten that 
such accounts are often good even though slow, and if the 
terms of credit have been habitually ignored it may be wise to 
‘ put emphasis upon more prompt payment. If payments on 
account are being made, but so slowly that the balance is in- 
creased rather than decreased, there is prima facie evidence of 
weakness. If credit has been stopped and no recent collections 
appear, it is important that disposition of the account be ar- 

ranged on a basis which will close it in the shortest possible 
time. The credit manager gives particular attention to the 
debtor who has paid cash but who commences to give notes. 
These, and other considerations, help to determine the value 
of overdue trade accounts. 

Accounts receivable sometimes contain what are called 
fictitious accounts receivable. These include advances to sales- 
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men and others, overdrafts of officers, claims against railroads 
or against the government and advances on purchase contracts. 
Sometimes accounts receivable carry deferred charges to opera- 
tions such as prepaid rent and in some cases intercompany 
transactions have not been shown separately. In other cases 
accounts receiveable have included stock subscriptions. All 
these items, if included in accounts receivable, are fictitious. 
Accounts receivable refer properly to money due for 
merchandise sold in the regular course of business. 

Another question which must always be asked is whether or 
not a reserve for doubtful accounts has been set up. This ac- 
count anticipates bad debt losses and creates a reserve which 
acts as a “cushion” to absorb the shock of losses. 

Pledged or discounted receivables often raise a question. 
A contingent liability should be set up to care for the possibility 
of failure to pay up the other party. This practice can often 
be detected by examining the amount of the receivables. If 
they are too small for the normal business of the concern under 
consideration it may indicate that receivables have been dis- 
counted. 

Notes Receivable are presumably those notes owing by 
customers, good and collectible, not pledged or sold. An 
analysis of this item always raises the questions: 


(1) Are any matured notes included ? 
(2) Are the notes free from liens ? 
(3) Are the notes from other than trade debtors? 


Sometimes notes receivable are regarded as a sign of weak- 
ness. This is true when notes are not customary in the line of 
business under consideration or when they are secured by col- 
lateral in the form of real estate or securities because this takes 
them out of the liquid class. It is often a point of suspicion — 
when neither notes nor open accounts seem to dominate the 
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books. Notes which have matured without payment ought to 
be carried in a dishonored notes account or charged back to 
the personal account of the debtor. Discounted notes are a 
contingent liability and should show on both sides of the 
statement in that they represent hypothecated assets. It must 
always be remembered that a bad note under discount is really 
a note payable. Stock subscriptions are sometimes carried 
under notes receivable. This is a bad practice as such a docu- 
ment has nothing to do with a payment for merchandise but 
is a promise to bring in capital. 


Trade Acceptances Receivable refer to those bills of ex- 
change which have been “accepted” by the payee. The con- 
tingent liability should always be indicated in the analysis of 
this item. Trade acceptances should receive the proper account- 
ing treatment in accordance with the best advice of the auditor. 


Merchandise refers to the stock of goods bought and sold 
by the concern. These goods are under the control of the 
owner ; they may be in the store or the warehouse, or in certain 
cases, out on approval with a prospective customer. The 
property statement is the principal source from which to gain 
the necessary knowledge for determining the customer’s worth. 
Standard practice demands that this valuation be figured on the 
basis of cost or the market, whichever is the lower. The 
quality of the inventory must be determined by an examination 
of its physical condition and its salability. It is sometimes 
necessary to check prices by comparing market prices with 
purchase invoices. Large concerns sometimes send out their 
own representatives to appraise inventories as well as to audit 
the books of concerns asking for credit. 


A credit manager will often find it desirable to measure 
inventory by means of the gross profit test. This test may be 
illustrated as follows: 
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Sales Previous: PenOdack aust seteerrmiesee tie ae $100,000 
Gross (Profit seg oar accor meatal ete aiereree eine sisierers 27,000 
Rate of Net Profit 27%. 


Sales) Present: Periods .csm.sracmcwiecdi stnete aioe ore ster ee 110,000 

Rateroie Grossac7.Joe te pacer retin esti a tatets 27 
$7,700.00 
22,000.00 


$ 29,700.00 Gross Profit 











Sales Present Periods... cn. se. 2-206 - $110,000 
IMintise GrossibenOttt verte ciereie crtelareiseiets el 29,700 
(Gostwotn Goods Solds 1m snake 3 = $80,300 
Openingemliyentonyeresere kee crete! ter 75,000 
Purchases... «= <1 Aa BCA O RON OOOO 90,000 
@Mthet = CoOstSetecrccterce ee restrteercweheie Sete cre 5,000 
$170,000 

Minus Cost of Goods Sold............. 80,300 
Tiventonyva Dymemestacte ce cece er tret $ 89,700 


If the inventory given varies greatly from the amount de- 
rived by this test, it is a subject for further investigation. 

Other Quick Assets might include supplies of a nature 
which makes them easily salable or well known bonds and 
other marketable securities. These items must always be sub- 
ject to individual judgment. 

Fixed Assets: The fixed assets of any business cannot be 
expected to furnish payment of accounts until such time as a 
going concern has gone out of business. Fixed assets are not 
intended for sale but represent capital used in the business for 
the creation of economic goods. Credit men customarily 
discount the valuation of such fixed assets by 50 per cent in 
order to be absolutely safe in forced liquidation. In the case 
of an application for an extensive line of credit, appraisals are 
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sometimes made and the statements of appraisal companies are 
frequently offered by mercantile creditors as having been used 
by investment bankers for the sake of securing investment 
credit. The importance of the building, machinery, and equip- 
ment used in the business is one which brings up questions of 
location, permanency, obsolesence, etc. It is well to see 
whether or not quick liabilities have been incurred on the basis 
of capital investments. Ordinarily, surplus, and not working 
capital should be used for such expenditures and a firm is 
likely to find itself in difficulties if all its working capital is 
poured into fixed assets. Fixed assets are not acceptable as a 
basis for obtaining loans under the Federal Reserve Act, al- 
though they can serve as a basis for investment credit. They 
may serve as a protection to the credit man for current ac- 
counts but in the long run the mercantile creditor wishes to 
avoid the use of such assets for credit purposes and desires to 
have all of his accounts based upon self-liquidating transac- 
tions which will bring money regularly to his house.* 
Machinery and Fixtures: This is of course a very good 
asset, though subject always to a yearly depreciation. If, 
however, this item is made up of special machinery, small tools 
or old machinery, the depreciation to which it is subject is 
heavy, and it may be worth little more than scrap iron. In 
these days of progress and of frequent new inventions in every 
line, machinery considered to be a good asset may shortly be 
worthless by the invention of some new machine. It is not 
uncommon to see machines that cost thousands of dollars 
scrapped to make way for something more efficient in the way 
of labor and time-saving devices. In liquidation of an in- 
solvent estate, if the plant can be sold as a going concern, 
machinery and fixtures may bring a fair percentage of their 


1A person interested in credit can profit greatly by reading carefully such a book 
as Auditing Theory and Practice by Robert H. Montgomery. While the auditor is 
interested in a technical method for checking all accounts before he certifies to a 
statement, many of the points which he brings up are worthy of consideration on the 
part of the credit manager. 
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cost, but if it is necessary to dismantle the plant, creditors often 
get only a few cents on the dollar. 

Machinery and equipment are frequently purchased under 
lease agreement or subject to chattel mortgage. Many states 
now require such conditional sales agreements to be recorded, 
and where these items in a statement are of some moment this 
feature should not be overlooked. Sometimes statements are 
prepared showing as an asset merely the equity in such equip- 
ment. Such an asset is, of course, practically worthless in 
liquidation. Where it is deemed advisable, the receiver will 
sometimes, if the equity will warrant, pay the balance and 
secure title to the asset. Small tools, counters, shelving, show 
cases, etc., are of little value as assets in liquidation. 

Land and Buildings: Real estate is an excellent asset if the 
equity is sufficiently large. However, where a small dealer 
shows amongst his assets property valued at $5,000.00 with a 
mortgage for $4,000.00, the equity is so small that on a forced 
sale there would be nothing to depend upon as an asset. 
Properties listed at today’s values will also be subject to con- 
siderable reduction in a few years, both through ordinary de- 
preciation and because high values are sometimes temporary 
and decline with a decline in labor and building materials. The 
type of buildings must also be considered. In case of failure, 
would the buildings be good for some other purpose, or would 
they have to be wrecked and sold as second hand building 
material? Other pertinent questions to be considered are: Has 
the concern good title to the property? Has the deed been 
properly recorded? Are there mortgages against the land or 
plant? How old are the buildings? What is the state of repair 
of the buildings? What kind of construction? Are there un- 
paid taxes, or liens of any kind against the property? Is the 
property properly insured? Is the property being depreciated 
on the concern’s books, and if so, what is the rate of deprecia- 
tion used? 
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Other Assets may include a variety of things, but the items 
most commonly found are those of a more or less intangible 
nature such as good-will, patents, trade-marks, copyrights, 
etc. They hold a value in a going concern. Good-will often- 
times has a sales value but in order to have such a sale it must 
necessarily give to that concern an earning power in excess of 
that which it would naturally have because of its management 
and because of the capital invested. The credit manager will 
be wary of extending credit on the basis of any of these 
items. 


Liabilities—lIn the term “LIABILITIES” we include all the 
offsets of the statement of property owned. Here is indicated 
what is owed by the individual proprietor, the partnership or 
the corporation. The most important thing for the analyst to 
remember is that on this side of the balance sheet the amounts 
are more likely to be under-stated than over-stated. Sometimes 
the items do not get onto the books. It is important that all 
current liabilities be clearly distinguished. Any payment due 
within 90 or 120 days, depending upon the nature of the 
business, should certainly be considered current. Cash must 
be depleted in order to meet the obligation. The standard state- 
ment separates current liabilities into three groups. The first 
indicates the accounts, trade acceptances and notes payable for 
merchandise. 

_ Accounts Payable: In connection with accounts payable it 
is desirable to ask whether or not this item is disproportionately 
large as compared with merchandise and receivables on the 
asset side. It is also important to know whether or not any of 
these accounts are overdue. When at all possible the accounts 
payable item should be divided into “not due” and “past due” 
classifications but in many lines of business not over 25% 
of the reports can be secured in this form. Whether or not the 
statement comes in with a distinction between the two items, 


158 SOURCES OF INFORMATION ete OU 


accounts payable must be compared with the merchandise item 
on the asset side together with the receivables, taking into con- 
sideration terms of sales or purchases and the line or character 
of business wnder consideration. This comparison may sug- 
gest the necessity for further consideration and the credit man- 
ager must get more information and if necessary ask the 
credit seeker for an explanation of the distribution of the 
items. Accounts payable should represent regular trade obli- 
gations. It should not include obligations of affiliated or sub- 
sidiary concerns or of directors or officers, or employees or 
relatives. Another question to be determined, and often a very 
serious one, is whether or not any collateral or preference has 
been given to any creditors of the concern. This is usually a 
matter that is discovered too late in troublesome cases or when 
substantial amounts of credit are to be extended and the 
margin of safety seems to be small. It is an exceptionally 
important point to investigate. 

Notes Payable: Notes payable are properly divided as to 
notes given in payment of merchandise, notes to banks and 
notes to friends and relatives. Notes to friends and relatives 
are naturally a sign of danger but it must not be forgotten that 
many business enterprises were originally financed in this way, 
and of itself the fact need not arouse suspicion. 

If notes are given for merchandise and it is not the usual 
practice of the concern to pay bills in this way, it is an indica- 
tion of overdue accounts and if large amounts are shown it 
should be carefully investigated. If notes are given to banks 
the question should arise as to whether or not they are secured 
by collateral or endorsed or guaranteed by individual interests. 
If there are notes to be sold on the open market then the specific 
use to which the money was put should be learned, and the 
asset checked against the sum of the notes. Sometimes this 
item does not show the full amount of notes payable, notes 
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receivable having been deducted. Borrowed money should 
not be used to pay dividends. 

The terms and conditions of these notes should also be ex- 
amined. It must be considered whether the maker has in his 
business any long-term indebtedness, any mortgages or bonds, 
etc., outstanding. If he has not, and his business is one that 
shows a good profit, the chances are that he is putting this 
money into permanent assets of the business and plans to take 
care of these obligations out of its profits rather than to create 
long-term indebtedness. This might be considered as a fa- 
vorable indication, with the proviso, of course, that he does 
not impair his working capital in so doing. 

Money Deposits: These often appear as a liability though 
if there is any considerable sum an offsetting asset is usually 
found. Subsidiary companies often make large deposits for 
various reasons with the parent or holding company. Employ- 
ees often deposit money with their employers for safe-keeping 
or for investment purposes. In such cases there would be an 
asset item under the proper heading to offset this liability. 
Again, companies, especially foreign ones, will make advance 
payments for contemplated orders and deliveries when exchange 
rates are favorable. When a statement includes items of this 
sort, amounting to a large sum of money, proper inspection 
should be made of the asset side of the statement to determine 
what has become of this money. If there is no item that par- 
ticularly takes care of this liability and there is a possibility 
of the money having been used in the business, the matter 
should be thoroughly investigated. 

Accrued Liabilities: These include all such items as those 
included in amounts owing for wages and salaries, for taxes, 
for rentals, or for insurance premiums, payment for which is 
not yet due. Care must be taken in connection with these | 
accrued liabilities in relation to a going business for they fre- 
quently do not appear in the financial statement or report reach- 
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ing the credit man. If there is an outstanding bond issue, or 
mortgage, the interest item is often a serious one and fre- 
quently slows up the payment of bills on interest or retirement 
dates. 

Contingent Liabilities: These are dependent upon the 
development of certain conditions or circumstances. In other 
words, it is a possible obligation which may become a very 
real one. There are many of these contingent liabilities to be 
taken into consideration in connection with the analysis of a 
financial statement for credit granting purposes. One that 
is frequently overlooked in the analysis of financial statements 
is that arising out of a guaranty or warranty of goods. Notes 
receivable afford another source for contingent liabilities of 
considerable consequence, especially if these notes have been 
taken in payment of overdue accounts and therefore represent, 
as they often do, quite a percentage of uncollectible accounts. 

Endorsement of commercial paper for subsidiary companies 
or for the accommodation of others is also an item that needs 
to be carefully watched. This has sometimes put the endorser 
in a very embarrassing position. If a firm or individual is 
shown on a statement as having become the endorser or guar- 
antor for another, the conditions surrounding this liability 
should be carefully investigated to ascertain what effect it might 
have upon the payment of the account if the party endorsed 
should default. 

If consignments of material are being received by a con- 
cern, this must be taken into consideration, as the goods may 
appear in the merchandise item as an asset and not be shown 
among the liabilities. Tickets and coupons sold in quantities 
are a source of contingent liability. The funds from the sale 
of these items are sometimes included in the cash item of a 
statement, but the liability of the company remains on the 
tickets or coupons until they have been used. 


Accounts receivable, pledged, assigned or sold are another 
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source of contingent liability. Contracts for future deliveries 
of materials, and provisions for allowances on returned con- 
tainers where the price of these containers has been included in 
the invoice are other contingent liabilities. Under these cir- 
cumstances the full amount of such: shipments would show in 
the accounts receivable, but if the containers were returned 
in any considerable quantity, the return allowance would be a 
source of liability for the corresponding amount. 

Pending lawsuits and judgments where appeal is taken to 
a higher court; orders for future delivery of goods on a falling 
market; ownership of real estate adjoining a town where de- 
velopments may necessitate the owner paying for under-drain- 
age, paving, etc., are other sources of contingent liabilities. 

Fixed Liabilities: Debts secured by mortgages on land or 
buildings, debts secured by chattel mortgages or other liens, 
debts secured by judgment and other liabilities which cannot 
be classified as being quick are considered fixed. 

Bonded indebtedness consists of obligations issued by a 
corporation payable at some future date, usually, though not 
always, secured by a mortgage on real estate or property of 
the company, this mortgage or deed of trust being usually 
made out to a trustee for the benefit of the bondholders. It 
is a frequent requirement that definite installments be set aside 
as a sinking fund to meet these obligations. Therefore, in 
the analysis of a financial statement for credit granting pur- 
poses, the conditions of the bonds and mortgage should be 
looked into and preparation made to meet the conditions. An 
analysis must be made to see whether the earnings of the busi- 
ness will take care of the installments when they become due. 
or whether there is any likelihood that the payments will be 
made from funds that should remain as working capital in the 
business. If the latter is the case, the credit manager of a 
concern supplying merchandise to this house will find that ac- 
counts payable for merchandise have been increased, that he 
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as a creditor has been asked to wait for his money and that 
he will probably be required to grant an extension, thus becom- 
ing a participant in the concern’s business, inasmuch as he has 
been asked to furnish capital. 


Surplus or Profit and Loss Accounts.—Surplus or profit 
and loss accounts furnish an interesting field for investigation. 
An account of this sort presumably shows the equity belonging 
to the stockholders over and above the par value of outstand- 
ing assets or the difference between assets and liabilities in case 
of a partnership or an individual proprietorship. The surplus 
amount may or may not be an earned surplus. It is often 
largely the result of an estimate or a series of estimates and 
many times has been increased or* decreased by the entry in 
the company’s journal at the direction of the board of trustees 
or officers. The sources from which a surplus account may 
spring may be listed as follows: 


Accumulation from other businesses absorbed. 
Sale of the company’s own securities above par. 
Sale of assets over book value. 

Revaluation of assets. 

Earnings. 


If it is suspected that a large surplus account is not the 
result of earnings out of the business to which credit is to be 
given, its source must be learned. A close scrutiny may make 
it vanish into thin air, revealing that it is merely the result of 
some one’s imagination set down in dollars and cents. If pos- 
sible these accounts should be compared from year to year. If 
there has been a very marked increase or decrease, the reason 
must be found. If there is any reason to think that dividends 
have been declared and paid out of surplus arising from sale 
of stock, thorough investigation is essential. 
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Supplementary Financial Information.—The same stand- 
ard property statement requests a large amount of supple- 
mentary information, most of which is self-explanatory, or the 
items of which are emphasized elsewhere. This supplementary 
information covers such subjects. as the character of books 
kept by the credit seeker, the amount of various types of liens, 
claims, judgments, etc., the banking connections, the location 
and kind of business, the previous business experience of the 
credit seeker, the insurance of various kinds carried, the analy- 
sis of the profit and loss statement, a record of the land and 
buildings giving detailed information as.to title, description 
and location, book value, assessed value and amount of in- 
cumbrances, and the names of concerns from which principal 
purchases are made. 


Net Worth and Credit Capacity—The financial statement 
is the capital analysis of a credit risk; to know what a man 
is worth from the capital standpoint is to know the differ- 
ence between his assets and his liabilities. Credit capacity, 
however, is not necessarily dependent upon the quantity of 
capital which a concern has, but rather upon its form and con- 
dition. To decide whether or not credit is to be given is not 
to ask alone what is the total net worth, but to ask how that 
net worth is distributed among all the assets, particularly those 
current and available for the payment of month to month bills 
incurred in the regular transaction of the business. To analyze 
relationships between assets and liabilities and to determine 
credit risks is to make analytical comparisons of significant 
ratios. 


Comparative Statements.—The financial statement of a 
particular firm or corporation as it stands alone without a 
record of the past is incomplete and often gives false implica- 
tions. If, however, a credit manager can bring before him a 
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group of statements covering a period for two, three, four, or 
five years and can arrange the various items of ail these state- 
ments in a comparative way so that indications of progress 
and retardation can be tabulated, much more definite informa- 
tion as to credit standing can be secured. The use of com- 
parative statements in connection with ratio analysis is to be 
indicated in the next chapter. 
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CHAPTER XIII 


ANALYTICAL COMPARISONS OF SIGNIFICANT 
RATIOS 


Ratio Analysis——Financial statements are full of signifi- 
cant information if the analyst will but examine them and com- 
pare them. An adequate use of figures available from balance 
sheets and income statements involves a comparative study of 
various items on the same balance sheets and income state- 
ments and on those of different dates. Credit men as well as 
managing executives and investors should know how to study 
properly the statements of the financial structure of the con- 
cern. It is said that study of the financial record makes pos- 
sible the measurement of 25% to 45% of acredit risk. Weare 
indebted to Mr. Alexander Wall in his report prepared under 
the general supervision of the Division of Analysis and Re- 
search of the Federal Reserve Board for pioneer work in this 
field. He attempted to outline some sort of indicator in credit: 
work with a view to developing the old “2 for 1” rule involving 
the requirements that the subject’s statement must show at 
least $2.00 current assets for each $1.00 of current liabilities. 
If this 2 for 1 rule could be applied with more or less satisfac- 
tion it was thought that it ought to be possible to make a com- 
parative study of other ratios between various items of the 
financial statement and current material which would be valu- 
able. If 25% to 45% of a credit risk can be estimated by a 
system of comparative analysis it is worth the attention of the 
credit manager even though all must realize that in the final 
analysis the financial statement is merely one source of infor- 
mation and constitutes only one basis for judgment in credit 
granting. 
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Ratio analysis has as its aim the development of norms 
or “measuring sticks” which can be used in the analysis of a 
company belonging to a certain group or classification, on the 
basis of which comparisons may be made with companies under 
consideration engaged in the same line of business under sim- 
ilar conditions. The purpose of such analysis is achieved by 
comparing items on the basis of their proportionate importance 
to each other rather than of absolute amounts. It is easier to 
understand that the current assets of a company are twice the 
current liabilities if we express it as 2:1 or 200% or if we turn 
it around and say that current liabilities are 50% of current 
assets than if we merely say Current Assets $1,762,426.24 
against Current Liabilities of $881,213.12. 

It is not intended or suggested that any one credit manager 
will ever work out all the ratios for any one company, or any 
one ratio for every company which has an account on his books. 
In this chapter we merely plan to set up a number of ratios, 
some of which at some time or another will be found applicable 
in the analytical work of the credit manager. 


Preparation for Analysis Various combinations of items 
and various ratios have been devised from time to time in order 
to emphasize the information which the financial statement 
presents to the thoughtful analyst. We shall indicate here 
one which has been developed and used in the analysis of typical 
industrial organizations. 

It is very important that in every case the different terms 
used should mean the same thing. The analyst must set up 
certain qualifications for each of the items and be consistent 
in all of his work, as inconsistency on this point would make 
the analysis valueless. In every case reserves must be care- 
fully considered in order that comparable things may be com- 
pared. The various types of reserve accounts may be grouped 
under three headings : 
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(1) Evaluation 
(2) Liability 
(3) Appropriation 


Evaluation reserves have to do with all of those accounts 
which are set up as offsets to the book value of various kinds 
of assets as for instance, depreciation, reserve for bad debts, 
_ intangibles and organization expense. Each one of these ac- 
counts must be deducted from the asset itself in order to have 
a true condition of affairs. 

Liability reserves include those for taxes, judgments, etc. 
Liability reserves may be set up by the estimated recognition 
of a liability which must be met within a definite period of 
time. 

Appropriation reserves are those which are set up on the 
books in order to take out of the surplus account amounts 
which the management expect to be spent for other purposes 
and not to pay out in dividends. For instance, if a concern 
expects to put up a new building or buy new machinery and 
wishes to set aside certain amounts in the form of appropria- 
tion reserves for this purpose it decreases the surplus account 
by the amount set apart and protects the assets of the business 
for the future. 

Another essential step in the preparation for analysis is 
the investigation of the accounting procedure by which the 
statement was created. Not only should the standing of the 
audit firm be beyond question, but the certificate itself should be 
read in order to fully understand the scope of the audit. Many 
credit managers have a definite plan of “scaling’’ accounts, 
reducing various asset items in particular lines of business by 
certain percentages and increasing liability items in order to be 
conservative in their evaluation of financial statements. 


Classification of Ratios——Many different classifications 
have been found helpful. Credit managers will select from 
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the following comparisons those which give light on a particu- 
lar credit risk: 


Static Relationships 
S- (1) The Current Ratio 
(2) Receivables to Inventory 
(3) Total Debt to Net Worth 
(4) Current Liabilities to Net Worth 
(5) Net Worth to Fixed Assets 


Capital Relationships 
(6) Current Assets to Total Assets Employed 
(7) Fixed Assets to Total Assets Employed 
(8) Other Assets to Total Assets Employed 
(9) Current Liabilities to Total Assets Employed 
(10) Long Term Borrowings to Total Assets Employed 
(11) Net Worth to Total Assets Employed 


Velocity Relationships 
»~ (12) Sales to Receivables 
* (13) Sales to Inventory 
>t (14) Sales to Net Worth 
(15) Sales to Fixed Assets 
(16) Sales to Total Assets Employed 


Measures of Earnings 


» (17) Net Profit to Net Worth 
« (18) Net Profit to Sales 


Measures of Costs of Capital 


(19) Cost of Borrowed Capital 
(20) Cost of Total Assets Employed 


The methods of figuring the ratios may differ. Some may 
find it more convenient to use one term as the divisor and 
some the other. The only thing necessary is to be consistent. 
The two methods are worked out in only a few cases. The 
reader may make his own applications. 
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These static ratios involve comparisons of existing assets 
or liabilities. It might be said that these ratios are such as 
are apparent by a photograph of the business as it stands at 
a particular moment with reference to what is owned and what 
is owed. This is contrasted with the velocity ratios to be 
studied later. The velocity ratios may be best described by 
suggesting a moving picture of the concern as it carries on its 
operations. 


(1) The Current Ratio—This ratio is an expression of 
the relationship between the current assets and the current 
liabilities. This comparison is more commonly made than any 
other and is known in practise as the “two for one” ratio, 
meaning that current assets are twice as large as current liabili- 
ties. This may be put in another way. For every dollar of 
current liabilities there are two dollars of current assets shown 
on the statement. This is the working capital ratio, and as 
such it is very important to know that the items from which 
the computation is made are strictly current, and that the ques- 
tions raised in the preceding chapter concerning current assets 
and current liabilities have all been answered. A point that 
must be constantly kept in mind is that the current ratio may 
sometimes be misleading unless the sources of the change are 
clear. All of the changes in items which may affect the rela- 
tionship between current assets and current liabilities must be 
considered before it is definitely decided that a mere change 
in the percentage of current assets to current liabilities is 
favorable or unfavorable. For instance in certain industries 
it is essential that comparisons be made with the idea in mind 
that there is a “low” and a “high” point in that business each 
year. In another situation it must be considered that in order 
to get a large cash discount, collections may have been forced 
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by means of special discounts. Receivables may have been 
hypothecated on some kind of a re-purchase contract or abnor- 
mal processes resorted to in order to make a good statement 
from the point of view of this ratio alone. The various meth- 
ods of figuring this relationship have been illustrated previ- 
ously. 


(2) Receivables to Inventory.—Strictly speaking this 
ratio is compiled from two figures which are not comparable. 
If the inventory is carried as it should be, at cost or market 
price, whichever is lower, it cannot properly be compared with 
the receivables which represent cost plus a profit. This ratio 
alone, therefore, does not mean a great deal. Its chief sig- 
nificance is the light which it sometimes throws on fluctuations 
in the current ratios, particularly in connection with possible 
speculation in inventories. 

If, from year to year, we find an increased proportion of 
receivables as compared to merchandise, we ought to expect 
to find a rising current ratio. If, on the other hand, we find 
a decreased proportion of receivables as compared to mer- 
chandise, we ought to expect to find a declining current ratio. 
In other words, this ratio is a check on the current ratio inas- 
much as it may show that a change in the current ratio either 
up or down may have occurred through changes as explained 
above. Beyond this it is of little value. 

This ratio may be obtained by dividing the total receivables 
by the total inventory of merchandise. If the receivables 
amount to $540,024 and the inventory is figured at $3,046,725 
it is found that the receivables are 14+% of the inventory. 
The same idea may be expressed by dividing the inventory by 
the receivables. Then we would say that the inventory was more 
than five times the receivables. Other things remaining the 
same, a change from 14% to 20% or from a multiple of five 
to a multiple of three would be an unfavorable change in posi- 
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tion and would indicate an increase in the risk. This is one 
of the best ratios to emphasize the fact that other conditions 
in a financial statement may vitiate the conclusions drawn. 
For example, in case a more liberal credit policy had been 
adopted, with a wider margin of profit, the increase in receiv- 
ables might be an indication of strength. 


(3) Total Debt to Net Worth.—Capital which is invested 
in an industry comes from two sources: the owners of the 
business and the creditors of the company. It is very seldom 
possible or desirable for any one man or even a group of men 
to finance a business entirely. Therefore, it becomes necessary 
to borrow funds in one form or another. Such financing may 
be in the form of bond issues, bank loans, or credit extended 
by commercial houses with whom the company deals. Total 
debt includes all liabilities, both long term and current. Net 
worth is obtained by calculating the difference between the total 
assets and the total liabilities. To obtain the ratio divide the 
total debt by the net worth. Thus with a total debt of $26,744 
and a net worth of $53,401 the result would be 50-++%, indicat- 
ing that liabilties were only 50+ % of the net worth. If the 
net worth were divided by the total debt, the result would ex- 
press the same idea in different terms, 1.c., that for every 
dollar of debt the company had a net worth of almost two 
dollars. 

A comparison of this ratio over a period of years will show 
to what extent the company relies upon its creditors. As the 
total debt to net worth ratio rises the risk is increased because 
of the fact that if the creditors should lose faith in the future 
of that industry it would cause a larger and larger amount of 
the total assets to be used in the concern. There is a warning 
to the creditor if this ratio is found to increase too rapidly 
without any indication of some offsetting feature, as for in- 
stance, some considerable business expansion which has been 
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made possible through extensions made by the creditors of the 
concern. 

If the total debt to net worth ratio seems abnormally large 
it is important to study the current liabilities to net worth ratio 
to see if that is reasonably low. The total debt to net worth 
ratio may be high, but if it is found that.a large portion of the 
whole debt is funded through bond issues, mortgages or long 
term notes the situation is not so serious. If this is the case, 
the current liabilities to net worth ratio is emphasized as the 
more important factor. 


(4) Current Liabilities to Net Worth—Another ratio is 
obtained by dividing the total current liabilities by the net 
worth—or vice versa if it is desired that the second form of 
expression be used. This ratio is used as a supplement to the 
preceding one. It does not take into consideration long term 
or deferred liabilities and by comparison with the total debt 
to net worth ratio it sets forth the proportion of the total debt 
which is in the form of long term borrowings. Long term 
obligations are usually secured, and it is, therefore, usually 


important to ascertain just what assets have been pledged to 
meet these obligations. 


(5) Net Worth to Fixed Assets.—In making a compara- 
tive analysis of a business from year to year an increase in 
net worth is important and makes a good impression. It is 
also important that a study be made of the relationship between 
the net worth and the fixed assets. Ina period of rising prices 
there is always a tendency to increase the plant account so 
that the output may be increased in order to take advantage 
of the higher prices. If, in making such an analysis, it is 
found that the net worth has been increased but that the ratio 
between net worth and fixed assets has declined, it very likely 
means that the plant account has been increased more rapidly 
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than is warranted by the normal growth of that industry. 
This may produce a situation that will result in a lack of work- 
ing capital for taking care of the working needs of the business. 

It is a generally accepted fact that the fixed assets should 
be largely provided for out of funds furnished by the owners 
of the business. Current obligations should rarely be incurred 
for the acquisition of fixed assets. In the first place, it is not 
considered good business practice and in the second place, under 
the Federal Reserve Act, only such paper is eligible for redis- 
count as has been used to produce funds for commercial pur- 
poses. The establishment of this ratio comparison reduced to 
percentages shows us what proportion of the net worth is left 
after the fixed assets have been financed. The balance can, of 
course, be used in the current operating features of the business. 


CAPITAL RELATIONSHIPS 


The term Capital Relationship is used to designate the 
classification of the different items on the asset and liability 
sides of the balance sheet. These classifications are expressed 
with relation to the total amount of the assets employed in the 
business. The total assets employed, considered as 100%, are 
used as a basis. 


(6) Current Assets to Total Assets Employed.—This 
ratio indicates the percentage of the total assets used in the 
form of liquid assets, consisting principally of receivables and 
inventory. About the only service which this ratio renders 
is its indication of questions to be raised concerning other 
ratios. Any change from year to year is a subject for inquiry. 


(7) Fixed Assets to Total Assets Employed.—TIt is im- 
portant to study this as well as the preceding ratio over a period 
of years in connection with some of the velocity ratios. It is 
well to note increases or decreases in these ratios and to ascer- 
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tain whether the ratio between these two items and sales has 
been influenced accordingly. That is, if it is shown that the 
same amount of sales can be made with a smaller investment 
in fixed or current assets the decrease is justified, or, stating 
it reversely, if an increase in the fixed or current asset accounts 
results in proportionately greater sales the increase is justified. 


(8) Other Assets to Total Assets Employed.—An analy- 
sis of the asset side of a balance sheet will bring out the fact 
that industries do have definite characteristics as to the man- 
ner in which their funds are invested in the business. It de- 
pends upon the industry as to’ what the proportion of fixed 
and current investment shall be. The financial structure of a 
company should fit its particular business and any wide digres- 
sion from what it ought to be will very shortly show its in- 
fluence in the profit and loss account. Also, when a company 
is found to vary a great deal from the average, it will be a 
warning to investigate further to find out whether or not the 
deviation is justified. 


(g) Current Liabilities to Total Assets Employed.— 
The proportion of capital a company may secure through cur- 
rent borrowings is limited somewhat by the amount of its 
current assets. There is a tendency to bring the current assets 
up to a point where they will support the current liabilities 
from a credit standpoint. The capital for the fixed assets and 
adequate net working capital of the company should be sup- 
plied by stockholders’ investments or obtained through long 
term borrowings. From which of these two sources a business 
is to secure its permanent investment capital is left largely to 
the discretion of the concern itself. Among industrials it is 
found that very little of the permanent capital requirements is 
secured from long term borrowings, 
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(10) Long Term Borrowings to Total Assets Employed. 
—James H. Bliss has stated that “among industrials, stock- 
holders’ investments on the average represent about 70% of 
the total capital assets employed. About 15% of their require- 
ments are secured from long term borrowings, and 10% from 
short term borrowings.”” The experience of the credit analyst 
as his work continues from year to year, will enable him to 
develop a norm for particular industries which will suggest 
investigation when there is serious deviation from the standard. 


(11) Net Worth to Total Assets Employed.—This rela- 
tionship expresses the proportion of the total assets employed 
which is actually owned by the proprietors of the concern. In 
other words, it is the equity which the owners have in the 
business. No credit manager is interested in extending credit 
where the equity is too small. What the limit should be can 
be determined only after a comparative study of the figures 
for many companies. 


VELOCITY RELATIONSHIPS 


The five ratios which follow may be defined as ratios which 
are made up of comparisons of the sales figure with certain 
asset items, to indicate the speed with which amounts invested 
in receivables, inventories, and capital are turned in the regular 
run of business. 


(12) Sales to Receivables.—In the discussion of the cur- 
rent ratios we used receivables as one of the factors from which 
to determine the ratio. The purpose of this ratio is to show 
how liquid the receivables are, in other words, to state the 
turnover of the receivables. This is a measure of the economy 
observed in the use of capital tied up in receivables. It must 
be remembered that a business has to pay some one for the 
use of all such capital; for borrowed capital it pays interest, 
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and for stockholders’ investments it pays dividends. On the 
other hand, the use of this capital is as a rule extended free to 
the customers. It is, therefore, important to see that the 
receivables are kept at a figure which is conducive to the great- 
est amount of business with a minimum loss and expense. 

It is necessary to know the terms of sale of a concern in 
order to ascertain what the amount of the receivables should 
be. If the terms of sale are ‘‘30 days’ the amount of the 
receivables carried on the books at any one time theoretically 
should not exceed thirty days’ sales. This result may be 
expressed in one of two ways. It may be stated as a 1200% 
turnover of receivables or as 30 days’ sales. To obtain this 
ratio divide the total sales by the total receivables. Thus, if 
we find a decreasing sales to receivables ratio it signifies that 
the receivables are becoming less liquid and vice versa. The 
following table shows how this ratio may be interpreted in 
terms of days: 


2400% — 15 days 
1200% -— 30 days 
800% -— 45 days 
600% -— 60 days 
480% - 75 days 
400% -— go days 
300% -— 120 days 


(13) Sales to Inventory.—This ratio is an indication of 
how fast the stock of goods on hand is sold out and replenished. 
In theory and practice it is somewhat similar to the ratio dis- 
cussed. The usual way to compute this ratio is to divide the 
sales by the average annual inventory (averaged monthly ). 
The more accurate way is to divide the cost of sales by the 
average annual inventory, but this is in most cases difficult 
because it is usually impossible to secure the cost of sales figure. 
The first method gives an approximation which is accurate 
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enough to be valuable and if the spread between the cost and 
the selling price are known the difference between them can 
be modified accordingly. 

The theory on which the analysis is based is that the greater 
the rate of turnover at a given margin of profit on each turn- 
over the greater will be the net profit at the end of the year. 
The type of industry in this case also determines the rapidity 
of the turnover of inventories. An unusually rapid turnover 
in any business would suggest that it would be wise to look 
into the source of information from which the inventory was 
obtained. A very rapid turnover may indicate danger. For 
instance, a mattress manufacturing concern located several 
thousand miles from the source of its raw material, some of 
this coming from China and some from points on the other 
side of the continent, would find itself in serious difficulties 
if at any time difficulties in transportation prevented a steady 
inflow of raw materials. 


(14) Sales to Net Worth.—This ratio represents the ac- 
tivity of the capital invested in the business by the owners. At 
a given rate of profit the profits will be greater on a fixed 
capital investment for each increasing unit of annual sales. 
If the sales to net worth ratio is an increasing one the activity 
of the invested capital is greater, and with the same margin 
of profit the earnings should be greater. Sometimes this ratio 
increases too rapidly and may indicate an over-aggressiveness 
in developing sales in proportion to the capital invested. This 
may result in a top-heavy financial structure. As a rule an 
increasing sales to net worth ratio indicates a more profitable 
use of capital. 


(15) Sales to Fixed Assets.—This ratio is similar to the 
sales to net worth ratio in that it indicates the activity or 
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efficiency of the investment in fixed assets. It should show 
whether or not an increase in fixed assets is justified by a 
proportionate increase in sales. The importance of this arises 
out of the fact that fixed charges which accompany the in- 
vestment in fixed assets are practically the same whether the 
business done is large or small. Other things being equal an 
increase in the volume of business would result in greater 
profits. 

In connection with this ratio as well as some of the others 
it is well to remember that with a changing level of prices it 
is often more accurate to make comparisons of sales on the 
basis of units of volume rather than on the basis of dollars. 


(16) Sales to Total Assets Employed.—This measures 
the efficiency with which the total assets employed in a business 
are utilized. It includes turnover of inventories, accounts re- 
ceivable and plant investments. The turnover of total assets used 
should be based on the annual net sales and average amount 
of capital (averaged monthly) used in operations. The aver- 
age amount of capital used in operations should not include in- 
vestments which may have been made and which may have 
an income entirely separate from that derived from the opera- 
tion of the business. Usually this ratio has to be calculated on 
the basis of the capital used as it is shown in the balance sheet 
at the close of the fiscal period. Although not absolutely cor- 
rect, that is near enough to be valuable for any ordinary 
analysis. 


MEASURES OF EARNINGS 


The term measures of earnings, refers to the comparison of 
the proportion of the net profits, gross profits, and operating 
profits in relationship to various items found in the balance 
sheet and income statement. 
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(17) Net Profit to Net Worth.—This is the real measure 
of the earning power of the business from the stockholder’s 
point of view. It is the final summing up of all other relation- 
ships and measures of business efficiency. It results from, and 
includes, all other relationships. A business, in order to attract 
capital, must show a net earning on its net worth in excess of 
the rate which is being paid on bonds and preferred stocks. 
If this is not the case, then investors will seek other channels 
into which they may direct their capital. In other words, this 
ratio will express the rate in per cent above or below the 
average rate of interest which the enterpriser secures for the 
use of his capital. If the ratio is higher than the average rate 
of interest it represents the compensation which the enter- 
priser gets for the risk which is incurred. If it is lower than 
the average rate of interest the enterpriser will attempt to place 
his money in other industries which do pay commensurately 
with the risk taken. 


(18) Net Profits to Sales.—This is the measure of the 
profit on turnover, distinguished from the net profit in relation 
to net worth. These two ratios should not be confused al- 
though they should be studied together. A high return on 
sales does not necessarily mean a high return on the invest- 
ment, and vice versa. A low return on sales does not neces- 
sarily signify a low return on the investment, for the reason 
that the net return depends upon the amount of the investment. 


MEASURES OF COSTS OF CAPITAL 


This term represents a calculation of the rate of interest 
which employed assets actually cost based on interest charges 
and all additional costs in connection with the financing of the 
business. 
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(19) Cost of Borrowed Capital—The cost of borrowed 
‘capital is computed on the basis of the average amount of 
funds which are borrowed during the year. All funds upon 
which interest is paid should be included in this amount. To 
the interest charges should be added all costs entering into the 
borrowing of the funds, such as commissions, expense in- 
curred in connection with security issues, etc. This total 
amount divided by the average amount of borrowed funds will 
give cost of the borrowed capital in percent. Too much bor- 
rowed capital is a danger sign and reflects upon the credit 
standing of the concern. 


(20) Cost of Total Assets Employed.—This statement is 
a measurement of the costs of all of the assets utilized in the 
business, and is based on all capital used no matter from what 
source it is derived. It is calculated in the same manner as the 
cost of borrowed capital, except that costs include a fair com- 
petitive return on the net worth of the business, and the divisor 
is the average amount of total assets employed. 


EXAMPLE OF RATIO ANALYSIS 


In order to indicate the method of using comparative state- 
ments in this way, a hypothetical case involving most of the 
points just discussed has been set up. It is emphasized again 
that in no one credit problem will all of these comiparisons be 
made. Each risk will call for a selection to meet a particular 
situation. The question in this case is to indicate wherein the 
credit strength seems to have increased and wherein it has 
decreased during the period. The financial statements as ar- 


ranged on a comparative analysis sheet for five years read as 
follows : 


Ch. 13] 
Statement 1918 IQIQ 1920 

Current Assets $ 92,462 $105,911 $168,186 
Current Liabilities 34,756 24,302 56,564 
Receivables 41,078 33,728 71,818 
Inventories 50,874 62,100 80,788 
Total Debt 38,756 28,302 60,564 
Net Worth 67,906 100,057 130,000 
Total Assets 111,162 131,708 193,178 
Fixed Assets 13,600 18,447 18,377 
Other Assets , §,100 7,350 6,615 
Long Term Borrowings 4,000 4,000 4,000 
Sales 52,432 555,469 861,261 
Net Profir 19,142 37,420 56,211 


Expressed on a percentage basis the ratios 


CT) 
( 2) 
( 3) 
( 4) 
( 5) 


( 6) 
in) 
( 8) 
( 9) 
(10) 
(11) 


Ratio ANALYSIS 
Static Relationships 


Current Ratio 

Receivables to Inventory 

Total Debt to Net Worth 
Current Liabilities to Net Worth 
Net Worth to Fixed Assets 


Capital Relationships 


Current Assets to Total Assets 

Fixed Assets to Total Assets 

Other Assets to Total Assets 

Current Liabilities to Total Assets 

Long Term Borrowings to Total Assets 
Net Worth to Total Assets 


237 
80 
57 
SI 

499 
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1921 1922 
$348,057 $288,317 
188,964 180,372 


149,366 160,768 
176,416 117,578 


194,064 182,372 
152,560 133,750 


375,157 328,061 
20,552 33,262 


6,548 6,482 
6,000 2,000 


869,097 641,848 


14,406 3,147 


read as follows: 


435 


207 184 159 
88 84 136 
46 127 136 
43 123 134 

707 742 402 
87 G2S7) 

9 OmeLO 
3 I I 
29" (DOe S7. 
2 I 6 
67. 40 40 
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Velocity Relationships 


(12) Sales to Receivables 127 1646 1199 582 399 
(13) Sales to Inventory 103 894 1065 493 545 
(14) Sales to Net Worth 77 555 662 570 479 
(15) Sales to Fixed Assets 385 3011 4686 4233 1929 
(16) Sales to Total Assets 47 421 445 231 108 


Measures of Earnings 


(17) Net Profit to Net Worth 28) = 366943 9 2 
(18) Net Profit to Sales 30 6 6 I 4 


The reader may make his own applications by comparing 
information under corresponding numbers in the text and in 
the example given above. 


REFERENCES 


Beckman, Theodore N. Credits and Collections, Chap. XV. 

Bliss, James H. Financial and Operating Ratios in Management, 
Chaps. VI-XXV. 

Greendlinger, Leo. Financial and Business Statements, Chaps. IIJ- 
XVII. New York, Alex. Hamilton Inst., 1917. 

Wall, Alexander. Analytical Credits, Chaps. VIII-XIII. Indianapolis, 
Bobbs-Merrill Co., 1921. 


Part I1I.—The Credit Department 


Gla? Da ROLY: 
PERSONNEL IN THE CREDIT RELATIONSHIP 


The Place of the Credit Man in the Organization.—The 
real credit man is the physician of business. He must keep 
in constant touch with his clients, or patients, to be sure of the 
‘condition of their financial health. He must know what are 
the necessary facts to be ascertained, and where and how to 
get them. He must then analyze the case. He must know 
where and how to look for symptoms of disease. When the 
facts have been gathered, and the case diagnosed, he must 
record those facts and his conclusions for future reference. 
If the symptoms he discovers on a risk he has assumed, later 
develop seriously, he will be called upon to prescribe a remedy. 
He must often help nurse his patient, the debtor. He may 
sometimes have to assist at a financial funeral when he happens 
to diagnose or prescribe improperly, or when he has tackled a 
hopeless case. 

A credit man must be thoroughly honest; he must be fair in 
his dealings with every one; he must be sympathetic with the 
customer in his problems and with the firm in protecting their 
interests; he must be human, and have a good understanding of 
human nature; he must be tactful; he must have a good 
memory; he must have courage to do unpleasant and em- 
barrassing things, when necessary; he must be dignified, yet 
pleasant and agreeable; and he should be a man—in all that 
the word implies. Some pretty good qualities are required,— 
true—but a good credit man finds in the opportunities for 
service and helpfulness to others, the zest for his daily en- 
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deavors. To measure up to these opportunities requires 
ability built upon qualities such as just described. It may be ap- 
parent that some of these qualities might often be lacking. But 
they are qualities none the less essential to real success in this 
line, and should therefore, if possible, be acquired. How 
acquire them? “Know thyself!’ The student of credit 
management should analyze himself, find out his shortcom- 
ings, and then set about remedying them. 

The modern business office finds the credit man head of a 
department or an officer in the corporation. Often times the 
credit manager has become the secretary or the treasurer of 
the company. Such a situation has not always existed. Before 
the time of the Civil War most business organizations were 
small and most business was done on a personal basis. The 
proprietor himself knew his customers personally and made de- 
cisions as to credit. With the development of transportation, 
trade areas for individual merchants increased in size, and the 
salesmen of the house were the only ones who knew the 
customer. Then the number of accounts increased so rapidly 
that the proprietor, in spite of all his misgivings, had to trans- 
fer this important duty of credit to someone else, often to the 
bookkeeper. Whoever was chosen, however, was still expected 
to depend on the head of the house for counsel. The continued 
growth of the business, however, demanded further division 
in many instances, and thus at last the accounting and credit 


divisions were set up and the modern credit manager came into 
existence. 


Responsibility of the Credit Manager.—The place of the 
credit man varies with the personnel and the tradition of each 
organization. He should be the deciding personage on credit 
questions. Occasionally his judgment will differ from that 
of the head of the institution; and in these cases the credit 
man can only put himself on record as having recommended 
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a certain line of action, and then follow instructions. It is 
natural in such instances for the credit man to feel that a lack 
of confidence is placed in him. Instead of feeling, however, 
that he has reached an unalterable situation, the credit man 
must seek to ascertain the basic reasons for lack of confidence 
in his decisions and endeavor constantly to build within the 
organization the sense of his ability and the real merit of his 
judgment. The establishment of credit policy is certainly a 
function of management and should be decided after con- 
sideration by all members of the firm, but once established, the 
administration of that policy ought to be left to the credit 
manager. It has been said that the credit man is the “safety 
brake in the credit machine’; naturally when the brakes are 
applied friction develops. 


Functions Performed.—The discussion of the place of the 
credit man in the organization has indicated in a broad way his 
functions. The true credit man never divorces himself from 
the dominant necessity under which all competitive business is 
transacted—the making of profits. Sales make profits possible 
and so the credit man must be stirred by the thrills of a success- 
ful sales promotion executive. Credit supervision must mean, 
not the limitation of sales, but the selection of buyers. Thus 
we may classify the functions of a credit man under three 
heads: (1) the promotion of sales, (2) the scientific selection 
of buyers, (3) and the training of the selected buyers in proper 
payment methods. 


(1) Promotion of Sales——The various duties performed 
in the fulfillment of these functions vary, of course, with the 
type of business; but in general, the function of the credit man 


in the promotion of sales consists of: (a) welcoming — 


customers, and (b) making acceptable presentation of the 
firm’s merchandising policy. Psychologically, first impres- 
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sions are very important. Sometimes merely by his attitude 
toward the prospective customer or by his presentation of the 
“House Policy’ on credit matters, he may either promote a sale 
or send the customer elsewhere. 


(2) Scientific Selection of Buyers.—The second function 
of the credit man, that of selecting buyers, is somewhat more 
complicated. He must— 


(a) Secure information concerning each credit risk. In 
other words, he must investigate the character of the 
man seeking credit, his reputation in other business 
dealings, and the condition of his business in connec- 
tion with his capacity to pay in the future. 

(b) This information must be verified to the complete sat- 
isfaction of the credit man. 

(c) When the information is verified and proves to be 
satisfactory, and the applicant is considered to be a 
“good risk,” the credit is passed, and the account 
opened. 

(d) An accurate record must be kept of the account, so that 
at any time, the credit man may know exactly the 
relations of the debtor to the firm. 

(e) Supplementary information pertaining to the debtor is 
often accumulated, for the more the credit man 
knows about the customer and _ his business, the 
greater wisdom he can use in granting extensions and 
additional credit. 

(£) A close study of the relation of economic conditions to 
the business of the debtor is a very important func- 
tion of the credit man. By a knowledge of both gen- 
eral and specific business conditions, he is able to 
act with greater justice and wisdom and foresight 
than he possibly could command without this very 
necessary aid to the accuracy of his decisions. 
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(3) Training of Selected Buyers in Proper Payment 
Methods.—The third function of the credit man, that of train- 
ing the selected buyers in proper payment methods, is perhaps 
the most difficult of all. He must select the proper persuasive 
or coercive methods to induce payment. In other words, he 
must have such a keen knowledge of psychology, and such a 
thorough knowledge of the conditions of the debtor’s business, 
that he can deal with his customer in a manner which gains the 
customer’s confidence, and produces results in the form of pay- 
ments. The credit man is often called upon to act as a teacher 
of sound credit practice, or as a “business doctor” in connec- 
tion with weak accounts. This is the credit man’s best oppor- 
tunity for constructive work, for he can advise customers as 
to the theory and practice of scientific credit. He also has the 
opportunity to help the weak business build up strong policies, 
and to help the temporarily disabled business over a difficult 
place in its affairs, or even over a difficult period of the business 
cycle. 

If these duties are performed, the functions of the credit 
man as outlined are in process of accomplishment. Each of 
these is later discussed in detail under the proper headings. 
Every credit relation must be the subject of the most painstak- 
ing search for direct and indirect information and then all must 
be checked and verified. On the basis of the information at 
hand, a decision has to be made, in many cases before the 
investigation is complete. A careful analysis of all informa- 
tion available at the time gives the answer. But this is only 
the beginning. From now on the account must be watched. 
Purchases and payments tell a story, and the credit man reads 
on the ledger page the innermost secrets of the standing of 
the debtor. As the days and weeks go by the credit man re- 
ceives letters and reports, selects clippings from trade journals 
and newspapers, and exchanges information with fellow credit 
men. Economic reports of various kinds, both government 
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and private, keep him informed concerning the degree of pros- 
perity in the debtor’s neighborhood, and the creditor and the 
debtor begin to feel that they are in business together. The 
next steps, necessary to a mutual understanding of all ques- 
tions of payment, then become easy. If affairs have not been 
consummated up to this time, the executive and often the 
diagnostic and healing power of teacher or physician must be 
called into play to help the debtor back to a healthier condition. 

All of this consideration and study should put the credit 
man in a superior position so far as an intimate knowledge of 
the economic and financial aspects of his house are concerned 
and hence he should become especially valuable on this account. 
He may often be called upon to solve the financial problems 
of his organization. 


Qualifications Desired.—The examination of the func- 
tions of the credit man indicates that much is demanded of the 
individual who would perform them. Many qualifications are 
essential. As adjectives are difficult to select and classify, the 
results of a questionnaire will be used to outline these qualifica- 
tions—a questionnaire answered by thirty-four successful 
credit managers who indicated in the order of importance the 
desirable characteristics needed by those responsible for credit. 
Each characteristic given first choice by any of those voting 
counted five in the final score, each second choice counted four, 
each third choice counted three, each fourth choice two, and 
each fifth choice one. Not all indicated their choice in com- 


plete form, but the results are of real merit and indicative of 
the qualifications desired. 


TUG DIMEN By ssay oie aig sais, Aceves ate. oek apeiron Ree ear 61 
inowledzeyok theswonkaryaecc ase reeemerietiee 55 
Knowledge of: human nature.............+..% 42 
DaCtasit staan ciackacwask csc eee en 29 
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Gommonscens emwainctania tet at catesit nest erase 15 
IMME STItVe eRe ee eam rises coas awe see aes 13 
ENCCULAC VIR METRES LE ETT ceo lo eae re tole 8 
EGA nce mae aint toes ie Vente aaikts eee) Menem 7 
GOUA LS ae eaten meee At Sorel vate Te atone attoate 5 
Rela pilityammeetedet eee assets ds nae mere ass 3 


The grouping was necessarily arbitrary and little meaning 
can be attached to the fact that one characteristic received a 
score of 61 as against 13 for another. It does, however, 
emphasize the prominent needs for credit work. Judgment in- 
cludes sagacity and perception and the capacity for decision. 
The majority seemed to feel that the capacity to answer yes or 
no in a decisive way after scientific investigation was abso- 
lutely essential. One expressed it, “The ability to render a 
quick positive decision,” another “Ability to judge the qualifica- 
tion of the credit applicant.” 

Knowledge of the work included both the general and the 
technical. Experience was emphasized in about three-fourths 
of the cases in this group as against training and education, 
though it was evident that all demanded a minimum amount 
of preliminary education. Accounting and Business Law were 
the courses mentioned most. Knowledge of human nature was 
ranked high by many, while tact was almost universally in- 
cluded but did not always receive a high rating. 


Analysis of Qualifications—(1) Judgment is one of the 
most necessary qualifications of the credit man. He must be 
able to discriminate as to the worth of material, to separate 
facts from suspicions, and to render an impartial but firm de- 
cision. A judicial temperament tends to make his conclusions 
reasonable and sound; and his decisions such that the heads of 
the firm can have perfect confidence in them. 

(2) A knowledge of the work is rated as a very important 
qualification of the credit man. This seems obvious. Just asa 
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teacher to be successful must know thoroughly his subject, or 
as the physician must know medicine and surgery, so must the 
credit man know both the general and particular fields in which 
his work lies. 

(3) To be able to refuse credit, and yet retain the good will 
of customers calls for tact and diplomacy. The third function 
of the credit man, that of training buyers in proper payment 
methods, can hardly be performed without a sympathy for 
other people, and an ability to put oneself in the place of other 
people. This is tact—and the credit man who remembers his 
customer’s strong points and weaknesses, their interests and 
prejudices, will have the good will of all with whom he comes 
in contact. 

(4) A pleasing personality is closely bound up with the 
possession of tact. The personality of the credit man is shown 
in the way he welcomes customers, in his attitude toward them, 
in his treatment of those who are weak, in his sympathy and 
fair mindedness. The credit man who possesses the somewhat 
rare quality known as common sense, will find it most useful 
in drawing conclusions. 

(5) Integrity and reliability are very closely connected, 
and both are essential characteristics of any business man who 
is fulfilling the highest ideals of his profession. To be honest 
in his dealings, to be known as trustworthy, should be the aim 
of every credit man. If the customer knows he will have a 
fair deal, that his confidence will not be violated, and that 
the credit man can be depended upon to do and act as he says he 
will, the customer is more likely to be satisfied. 

(6) Accuracy is necessary, particularly in connection with 
the second function of the credit man. The basis of his de- 
cisions in regard to credit risks must be accurate, otherwise 
his judgment is a result of guesswork and lacks authority. 

(7) The credit man should have the courage to endure 
criticism of his decisions, and yet stand for them as long as he 
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believes them to be right. It is not always easy to refuse credit 
when a customer is a friend of the principal of the firm; or 
when the salesmanager insists that the risk is good. But if the 
credit man has carefully investigated the case, and has drawn 
his conclusions from accurate sources, he should be courageous 
enough to stand the consequences—whatever they may be— 
of a conscientious decision. It requires even more courage, 
perhaps, to overrule a former decision when it becomes evident 
that that decision was incorrect. But fairness to the customer, 
fairness to the firm, demand that the credit man be of this 
fearless type. 

All the qualities listed in this classification are required in 
some measure in the performance of each function; some are 
required more than others. J. H. Tregoe has given us another 
interesting classification of the desired qualities in a credit man, 
which includes (1) A studious, searching disposition, (2) A 
judicial temperament, (3) A knowledge of men, (4) A tend- 
ency to strong ideals, (5) A love for the work. These are 
considered the natural rather than the acquired qualifications. 
He enumerates the required ones as follows: Thoroughness, 
concentration, an even keel, firmness, skill in correspondence, 
imagination, courage, resourcefulness, ability to cooperate, 
and honesty. 

To summarize it might be said that the credit man needs the 
technical qualifications pertaining to his own particular field, a 
knowledge of the fundamentals of the science of business and 
such general qualifications as are involved in character, judg- 
ment, efficiency and the understanding of human nature. 


Training and Experience.—The preceding sections have 
indicated to a certain extent what is needed in training and ex- 
perience. For the man who has an opportunity of formal edu- 
cation, an outline of a desirable course of study may be some- 
what similar to an outline of the field of knowledge in which 
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credit problems are found. Economics, because it deals with 
man and his “wealth-getting and wealth-using”’ activities, is the 
basic science involved in credit transactions. However, 
“Economics and the other Social Sciences are closely related 
and mutually dependent. Even when we endeavor to decide 
the appropriate course of social action in lines in which the 
motives are mainly economic and in which accordingly 
economic laws will be a chief guide, we get assistance from 
History, Psychology, Sociology, Law, Politics, Statistics, 
Finance, and other studies which deal with man individually or 
socially.” ? 

Economics acquaints the student with the principles of 
production, consumption, distribution—with the principal facts 
of modern industrial history—all so necessary to an under- 
standing of our present social organization. Without this 
understanding, he who attempts to be a credit man will indeed 
be a failure. 

Most of the sciences used in the field of credit are direct 
outgrowths of economic science. Business finance deals with 
“the securing and handling of money and credit for business 
enterprises.” * It teaches the correct methods of dealing with 
the most vital problem of every business—that of financing. 
This knowledge, however, cannot be attained without an in- 
sight into the field of ‘Credit and Banking,’ when the true 
nature of money and credit and their functions is investigated. 
This field of study treats of the bank as a “manufactury of 
credit,” a most important factor in wealth production. 

Statistics are useful in the collection and classification of 
numerical data. They show that human actions are capable of 
scientific study, and that from the data so classified, certain 
facts may be compared, related and correlated, and certain 
conclusions drawn as to probable human actions. The use of 


1 Mills, H. E., Outlines of Economics 
Lough, W, H., Business Finance, Pp. 4 ¢ 
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statistics in the field of business has enabled us to predict with 
comparative accuracy certain important changes in connection 
with the business cycle. These cycle changes are of very 
definite interest to the credit man, for they materially affect the 
granting and refusal of credit. 

So keen is competition in the present day, so narrow the 
margin of profit, that the successful firm must cut down to a 
minimum all waste in production and marketing. This neces- 
sitates systems of cost accounting, which analyze expertly “cost 
per unit,” and which point out weak places in the operation of 
the plant. Several years ago, before business had grown to its 
present proportions, the credit man came in personal contact 
with every customer. He could perform his functions through 
conversation. Now, however, the credit man seldom sees cer- 
tain customers, and the contact and impressions must be made 
through correspondence. The credit man, therefore, must know 
how to convey personality, tact, courtesy, firmness, through the 
medium of business letters. This ability can be acquired 

through study of English and Business Correspondence. Credit 

managers are often called upon to make addresses before credit 
associations, members of other firms, or perhaps the salesmen 
of their own firms. Often an excellent message fails because 
of poor presentation. A course in Public Speaking is very 
valuable to the c1edit man who would convey ideas to either 
large or small groups. 

But not every man has the opportunity for so much formal 
education, and there are many excellent credit men who have 
perhaps never had definite “courses” in the subjects discussed 
above. This does not mean, however, that they have no 
knowledge of these subjects. They have undoubtedly had 
years of experience in business before becoming credit men, 
and through experience and wide reading have acquired both 
practical and theoretical knowledge. The possibilities and capa- 
cities of each credit man develop with experience. But behind 


we 
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this there must be certain qualities of character, certain training 
in business principles, which are essential to success. Above 
all, this education and training should be of such a nature that 
the prospective credit man learns to draw conclusions from the 
data or lack of data before him. He must learn to read be- 
tween the lines and be able to develop a complete story from a 
chance remark. 

As the student or beginner looks over the list of subjects of 
which at least a good working knowledge should be had, he 
may perhaps wonder how he is to acquire a good knowledge 
of all these subjects, if he is not already possessed of it at least 
in part. It has previously been stated that the work of credit 
and collection management is a profession and not merely an 
occupation. It 7s just that. It is a work that requires con- 
tinuous study and research. There is nothing to be gained by 
attempting to disguise the labors and difficulties that beset the 
credit man in his work. It is written that “the immortal gar- 
land is not to be run for without dust and heat,” and no- 
where is the statement more true than in credit work. In this 
work is infinite toil, humiliation, discouragement, obstacles to 
overcome and pleasures to forego, but in the moral and 
financial victories to be achieved, in the broadened scope of 
usefulness, and in ever-increasing opportunities for a success- 
ful business career, there will be a crown of recompense; the 
success so attained will amply repay the efforts expended (and 
possibly the privations exacted), in preparing and “keeping fit” 
for this important line of endeavor. 


The Research Attitude—Credit men are learning the 
value of research. Data of various kinds which can be used 
in a comparative way help to determine standards of success 
and failure. ‘The inquiring mind must not only be inquiring, 
but it must organize its inquiries, and bureaus of business re- 
search are today gathering facts on thousands of cases and ar- 
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ranging them for interpretation. Ratios for a thousand or 
more firms in similar lines of business furnish a basis by which 
another man in the same line can judge of his success. 
Statistical studies of the percentage of slow accounts in various 
sections of the country indicate territory of major or minor 
activity. The future holds much for the credit man with a 
questioning mind. 
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CHAPTER XV 


THE ORGANIZATION OF A CREDIT 
DEPARTMENT 


Importance of Organization.—It is the lack of organiza- 
tion that causes so many misfits in business and the failure of 
so many business organizations. A group of people placed in 
an office or factory with equipment and machinery does not 
necessarily constitute an organization. It may represent, and 
often does, only disorganization. 

The human body is a perfect organization of human mem- 
bers, equipment and machinery, and we very quickly perceive 
the inefficiency resulting when the foot is made to do the work 
intended for the hand, the eye for the ear, or the stomach for 
the teeth. Just so is a business organization inefficient when 
the employees, or equipment, or machinery, are misplaced. 

Thinking of an organization, let us ask ourselves: What 
is a Credit Department, a Sales Department, or any other 
department of a business organization? Each should be at 
once an organization in itself and a unit of the entire whole 
organization. Is not any department then merely a part of 
the whole? And yet that pari, insofar as its particular func- 
tions are concerned, must be an end and means in accomplish- 
ing its work. It must be the end for its part, its unit of the 
work, and the means to the whole result to be obtained by the 
entire business organization. The frequent cause for lack 
of cooperation between departments of a business organization 
is the failure to have a thorough realization that each depart- 
ment is only a means to the end sought by the business as a 
whole. 
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Function of the Credit Department.—After a business 
enterprise has been properly capitalized and is rendering a serv- 
ice at a reasonable profit by producing commodities whose 
worth has been determined and measured by “scientific experts” 
that it may meet proper standards, the credit department finds 
its work ready. Though the enterprise may produce well and 
sell largely, it cannot claim to be successful as a business enter- 
prise unless its credit division is really efficient in accomplish- 
ing the satisfactory completion of the credit transaction. The 
equipment of the credit department, its organization and the 
direction of its routine and administration are as important as 
the equipment of a testing laboratory or the efficient arrange- 
ment of overhead conveyors. 

With 85% of all the business in the United States trans- 
acted through the medium of credit instruments, something 
of the significance of an efficient credit organization may be 
realized. Its functions within the commercial organization 
may be divided as follows: the promotion of sales, the scien- 
tific selection of buyers, and the training of these selected buy- 
ers in the proper payment methods. 


Peculiarities of Its Service.—The credit department is of 
a pecular nature in that its “scientific experts’ cannot secure 
privacy in a laboratory or content themselves with a complete 
knowledge of their own plant. They must be able to relate 
their interests to those of the entire business community. It 
is not merely a question of production and sales in which the 
credit department is interested. To a certain extent the de- 
partment is a watchdog of the treasury, and in that position 
those who work in it become the coordinators of the “money,” 
“goods,” and “men’’ aspects of the enterprise. The entire 
atmosphere of the credit organization must be one of mutual 
helpfulness, guided by a spirit of cooperation based on good 
faith and confidence in others. 
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Personnel in Relation to the Department.—The first and 
most important thing to consider in organizing a business, or 
a department of a business, is the personnel. Some may fail 
to agree in this statement, and may place money, or machinery, 
or perhaps buildings to the fore. Those who do this—and 
each must judge whether or not this is often true—fail to 
realize clearly the end sought in the plan of the Universe; are 
losing sight of the fact that living lives is the real end to be 
sought by all organizations. A thorough appreciation of this 
fact is the greatest factor in building and maintaining an 
efficient organization. 

The Credit Manager by the very nature of his line of 
endeavor occupies an unique position of authority. He is the 
one person to say who may purchase from his house on credit, 
and to what extent, and who must pay cash. It usually proves 
to be a costly procedure for even his superior officers to over- 
rule him. We are not here concerned with his qualifications ; 
suffice it to say that he must have those which are necessary. 

This rather unique position not merely conveys authority, 
but also imposes responsibilities. Upon him falls the responsi- 
bility of seeing that a maximum amount of business is accepted 
by his department, and that money is collected therefor at a 
minimum loss in bad debts, a minimum loss of customers in 
making those collections, and at a minimum expense to the 
business. To accomplish this there are many duties to be per- 
formed, many and varied activities required. 

The real credit manager, the physician of business, should 
keep in constant touch with all matters appertaining to orders 
or contracts, shipments, payments, cancellation of orders or 
contracts, claims adjustments, returned merchandise, etc. In 
fact, all matters relating to customers’ relations with his house 
should be constantly coming before him. If this is not done, 
there is bound to be confusion and dissatisfaction, If the busi- 
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ness is small and one man constitutes the credit department, 
that one man must do all the detail work as well as carry on 
the more important functions. If it is a large business in 
which a number of departmental employees are required, then 
it behooves the credit manager to assign detail work to his 
subordinates, which will leave him free for the more important 
matters. He must, either by personally handling details when 
a business is small, or by reports and charts when a business 
is large, keep in constant touch with all the activities and rela- 
tionships of the customer with his house. He must, so to 
speak, keep his fingers on the pulse of the customer’s business, 
as well as manage his department as a department for his own 
company. 

To go still a little further into detail on the point of keep- 
ing informed on customers’ transactions, it is important to 
keep posted as much as possible on the sales of unusual quanti- 
ties of materials, or sales covering a period of time in advance 
of delivery. In the latter case the credit man should see that 
the customer’s standing is such as will permit, under normal 
conditions and sometimes under specific conditions, the fulfill- 
ment of the contract, else a serious loss may often be incurred 
through buying and manufacturing materials that cannot later 
on be disposed of at a profit. The kind, nature and extent 
of the business, together with information usually obtainable 
from the sales department, should enable the credit man to 
ascertain fairly accurately what a customer’s requirements 
should be, and from his own credit files and his knowledge 
of the industry concerned, and general conditions, determine 
the customer’s ability to carry out his part of a sales agreement. 
And, if a customer starts buying much in excess of those 
requirements, the credit manager should immediately ascertain 
the reason—often a rising market which develops in the cus- 
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tomer a speculative streak—and see how it is going to influence 
his business. 


General Plan of Organization—In order to discharge 
properly, in a business of substantial size, the many responsi- 
bilities of the credit manager, he must have an organization 
behind him that can be depended upon. Perhaps the best way 
to describe such an organization and its procedure, is to take as 
example the credit department of a successful business house 
engaged in manufacturing and distributing at wholesale and 
retail, and covering in its activities the United States and 
Canada. 

The chart shown in Figure 23 gives a graphic presenta- 
tion of such a Credit Department organization: 


CREDIT MANAGER 


Collector Stenographer Stenographer Filing Clerk 


[aie 
Branches, Warehouses, Subsidiary Companies 





Figure 23. Organization of Credit Department 


In explanation of the above it might be well to outline in 
some detail the work of the various positions indicated. It will 
be noticed that there are two assistants to the Credit Manager, 


who are placed directly in charge of definite divisions of the 
work as follows: 
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Division No. 1 Division No. 2 
Mail and Checks from Customers Fixing Credit Limits 
Checking and Approving Orders Gathering Credit Data 
Following Up Division Accounts Following Up Division Accounts 
Journalizing Bills Receivable Items Scrutinizing All Contracts 
Credit and Correspondence Files Held-up Order File 
Other General Work Some Personal Interviewing 


Working with the two assistants and in direct contact with 
the credit manager are an adjuster and a secretary whose gen- 
eral responsibilities are as follows: 


ADJUSTER SECRETARY 
Adjustments General Correspondence 
Equipment Leases Demurrage and Detention Charges 
Auditing and Checking Trouble- Statements and Reports 

some Accounts Credit Inquiries 


In addition to the general departmerit are the branch offices, 
warehouses, retail stores and subsidiary companies. Governed 
by volume of business, distance and other essential factors, 
credits and collections are handled at some of the offices, the 
general credit department merely supervising in a general way 
from reports (to be later described), while at other branches 
all credits and collections are handled in detail (in amounts 
over $50.00) from the central office. At some of the offices 
volume of business, distance, and other essentials have necessi- 
tated a local credit man and a clerk, while at others part of 
the time of the chief clerk is all that is required. 

It should be the policy of every credit manager, as is true 
in any kind of a permanent organization, to have each person 
in the department, from himself right down the line, train some 
one to fill his position. To illustrate from the department 
above charted as the business has grown, it has become neces- 
sary to send an assistant to some branch office. When this 
has been done, it is a very simple process to move everybody up 
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a step and employ another clerk, resulting in no confusion or 
inconvenience, and keeping alive the spirit of hope for advance- 
ment and progress—a great factor in any organization. 


The Credit Files——Next in importance to the personnel of 
a credit department organization are the credit files. If the 
credit files are not of proper design and facility to meet the 
needs of the department, the work of the entire organization 
can be greatly hampered with much loss of time and labor, 
often resulting in losses, omissions, and duplications that a 
proper filing system can and should prevent. The credit files 
should at all times be kept up to date, day by day, should be 
complete, should always be readily accessible to those con- 
cerned; and should also by the use of lock and key be made 
inaccessible to those who should not see them. They con- 
tain confidential information about your customers. To per- 
mit this confidential information to fall into improper hands, 
unintentionally, or otherwise, may constitute a breach of credit 
ethics that may do untold damage, not only from the customer’s 
standpoint, but also in the way of closing up channels for 
securing confidential credit data on future credit transactions. 

A credit file should contain information and records put 
there for preservation and future reference, that can be found 
when they are wanted. There should also be an absolutely 
complete filing record of every customer with whom a house 
has done business, at least for a period of five or six years. 
In one case alone, because the credit file was complete, a loss 
was prevented that might have amounted to many times the 
cost of the entire filing system for all the years it had been 
operating. The operation of this particular filing system in a 
specific case will be described a little further on, but the follow- 
ing forms will help make clear at this point the end sought. 

The first step in the credit file of a customer is the prepara- 
tion of a sheet like Figure 24. 
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When this sheet has been completed it is filed in a corre- 
spondence folder that is made up for the customer. There is 
a particular reason for going to this seemingly unnecessary 
work. The purpose is to enable the collection correspondent 
to be individual in his letter writing. It is not possible in 
most cases for collectors to know customers personally. It 
is not possible to have a photograph of the customer before 
your correspondent—if that were practicable, it would certainly 
help, and be productive of better collection letters; so the next 
best thing is to place before him a word-photograph of the 
man. When a form like this is placed in the correspondence 
folder it enables the correspondent to obtain a good idea of 
the type of person to whom he is writing, without consulting 
a separate credit file for information. When the information 
is in a separate file, it is usually not consulted, with correspond- 
ing evil results. But when a “word picture” is before the 
correspondent’s eyes every time he has occasion to write the 
customer, there is no excuse for writing letters that have no 
personality. 


Filing Credit Data—The next step is to file the credit 
data that has been gathered. A great many houses use a 
vertical file, preparing a pocket envelope with a summary on 
the outside and placing the data on the envelope. Figure 25 
shows one such form: 

This form is perhaps most desirable in a retail business or 
where no duplicate record is made for a general credit file in 
another office. 

Another method is to paste these data in scrap books 
(simply pasting at extreme top edge to hold in place) indicat- 
ing book and page number on the customer’s credit card, as 
shown in Figure 26. 

This form is filed and kept permanently in the general 
credit file, in alphabetical order, for the entire business. This 
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card is made of thin stock and when written up by a branch 
office, a carbon copy is made, one for the general credit depart- 
ment file, and the other for the branch office file. 


New Account 


Account Folio 


Agency Reports 
Red Book 102.. 





Figure 25. Pocket Envelope Form 





Figure 26. Customer’s Credit Card 


In a large business it 1s necessary to notify other depart- 
ments of credit limits and terms. For this purpose a form 
like that shown in Figure 27 is used. 
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This form is printed on very thin stock (tissue) and is 
prepared to register lines with the credit card shown in Figure 
26 above, to permit the preparation of these records at one 
operation on a typewriter. Copies of this notice are then sent 
to as many departments as are interested in the customer, in 
that way making a complete file of customers in whom the 
particular branch, warehouse, department, or retail store is 
interested. 


Dist. OFFICE After investigating the credit 
standing of the above customer, we 
have placed credit limit and extended 
Crepit Dept. terms as indicated. 

If, at any time, you find this cus- 
tomer desires a larger line of credit, 
RETAIL STORES we will be pleased to have you advise 

us, furnishing us with any new in- 
formation regarding their financial 
responsibility that you have secured. 


We will then be in a position to 
gladly review the case. 


BooKKEEPING DEPT. 


WAREHOUSE 


Crepir MANAGER 





Figure 27. Inter-Department Notification Form 


There are doubtless many more complicated and expensive 
credit filing systems. The above is the outgrowth of investi- 
gations of many different methods and forms, and is perhaps 
one of the simplest, most efficient and least expensive systems 
in use, especially under the varied conditions under which it 
has proved successful. 


Relation to Sales Department.—A stock question has gone 
the rounds at credit conferences and conventions for a num- 


Ch. 15] ORGANIZATION OF A CREDIT DEPARTMENT 207 


ber of years as to which is the most important department 
of a business, usually using the Sales and Credit Departments 
for comparison. Many deceive themselves into thinking that 
one department or another is the more important. That is a 
mistaken idea. Each department of a business has its particu- 
lar functions to perform. These functions are of equal neces- 
sity and of equal importance, a means to an end, in the conduct 
of any successful organization. When it comes to organiza- 
tions, no man, or group of men, or state, or nation dare claim 
to be more important than another in the conduct of the affairs 
of any organization. Whatever part of an organization makes 
such a claim is immediately inviting trouble, stirs up con- 
troversy, and repels that fine spirit of cooperation which is 
necessary in organized effort. 


Keeping the Credit Department Independent.—A ques- 
tion of very great importance, however, concerning the Sales 
and Credit Departments, is this: Should the Credit Department 
be made a part of, or subordinate to, the Sales Department, or 
should it come under the financial department. As credit is 
a temporary substitute for money in commercial transactions, 
the extension of credit is certainly a function of financing and 
not of selling. 

Unless a sales manager, or a Sales Department, is qualified 
to handle successfully the finances of a business, the only pos- 
sible excuse for subordinating the Credit Department to the 
Sales Department, is expediency in selling. And a policy of 
mere expediency in selling, if the sales manager, or Sales 
Department, is not trained in extending credit and in financing, 
is very apt to lead to bankruptcy. This is true because the 
salesman and sales manager are naturally, by virtue of their 
position, placed in a biased position as to credits, unless they 
have a financial interest in the business that would cause a 
personal loss in keeping with the loss sustained by the business 
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itself. The sales manager is interested in selling, and when 
he is met by keen competition in prices and other factors, when 
he is being pressed to increase his volume of sales, when his 
salary and commissions are at stake, he is placed in a position 
where to put the facility of credit granting into his hands is 
not fair to himself or those whose investments are at stake in 
the improper use of credit. / 

Beyond this one point, however, of being placed in an 
unbiased position to render credit decisions in doubtful cases, 
the credit department should at all times be ready and willing 
to meet the reasonable demands of the sales department in 
every way possible. 

The credit department is too frequently looked upon as 
merely a “watchdog.” It is of necessity that, but it should not 
merely be that alone. It should also be a constructive force. 
It can be of considerable assistance in increasing the company’s 
sales, if the affairs of the department are properly conducted. 
We will admit that the first duty of the credit department, in 
collection work for instance, is to secure the money, but a very 
close second duty is to retain the friendship of a customer 
and thereby help build for the future. An order from a new 
customer should not be viewed with an eye single to that par- 
ticular order, but that order should be looked upon as merely 
an entering wedge for a future profitable business. Therefore, 
every letter written and every move made by the credit depart- 
ment should be done in a way that will reflect genuine service 
and interest. 


Relation to Accounting Department—The accounting 
work of a business is so closely linked with the credit depart- 
ment that the dividing line in the work is sometimes hard to 
define clearly. Wherever the dividing line between these de- 
partments is drawn, which after all is largely governed by the 
nature of the business and the policy of its management, the 
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closest kind of cooperation is necessary, as well as a strict 
policy of keeping up to date the accounting records of the cus- 
tomers’ dealing with the house. 

The credit department is confronted with ‘many difficulties 
in a careless or inefficient accounting department. One serious 
element of injustice in the situation is that when the damage 
has been done and brought to the attention of the business 
management, the real cause of the damage has in the mean- 
time been caught up or corrected in the accounting department, 
and the reflection often rests upon the credit department. It 
is no doubt true that memory plays a very great part in credit 
work, but where there are many thousands of accounts to be 
handled, it is necessary to have a system that will automatically 
keep the credit man posted on the status of the various accounts 
as a whole and particularly on the questionable ones, of which 
there are always a number. 


Keeping Track of the Accounts.—A matter to be closely 
watched is the shipments made to a customer between the time 
they are passed by the credit department and the date they 
are posted to the ledger account, particularly when the book- 
keeping department has the habit of falling behind in its work, 
as is often the case. This last statement may sound a little 
strange, and according to theory is not correct, but the’ fact 
remains that in actual practice it is frequently true, and is a 
contingency that must be met and cared for by the credit de- 
partment if it is to survive in a big business. There must be 
some means, other than memory, to take care of this feature 
of the work. 

A system requiring posting clerks, working on ledger 
accounts, to notify the credit and collection departments of 
overdue accounts, is sometimes a good one, if it works. But 
when bookkeepers are frequently behind in their work, such 
a system is most inadequate. A credit manager depending 
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on such a system is pretty sure, before long, to find his accounts 
in a hopeless state. Under such conditions, and they fre- 
quently exist in practice, it is necessary to have some method 
of keeping in touch with all accounts, and at the same time if 
possible prevent the cost of practically keeping a duplicate cus- 
tomer’s account’ in the credit department, which is also fre- 
quently done. 

A practical, inexpensive method is as follows: Every con- 
cern must bill its customer for goods shipped, or at least have 
delivery or sales slips, and many issue monthly statements of 
customers’ accounts. Having these bills, or slips, or state- 
ments, made up with an extra carbon copy for the credit de- 
partment, will automatically and continuously keep that depart- 
ment informed on the activities of accounts regardless of when 
the bookkeepers catch up with their work. So much for 
charges. If a carbon copy of the daily deposit sheet is fur- 
nished the credit department, listing on the copy retained by 
the house (which can also be used as a posting medium by the 
bookkeepers ), the names of customers opposite amounts shown, 
the credit department can check off or discard copies of paid 
bills. Such a plan or system enables the credit department 
to be always up to date, eliminating a great deal of needless 
friction, dissatisfaction, and loss, and at the same time furnish- 
ing a double check on every order that is passed, and providing 
a maximum safeguard on ledger accounts and order checking. 


Orders, Shipping and Transportation.—The order, ship- 
ping and transportation departments should not be overlooked 
when credits and collections are in process. These depart- 
ments are frequently in a position to give very material as- 
sistance to the credit manager, and vice versa. Prices, pack- 
ages, rolling equipment on large orders, etc., are all factors 
that can often be made to work for or against the credit depart- 
ment. Close cooperation and the manifestation of a friendly 
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spirit between these departments can often work wonders in 
handling a difficult situation. By stretching a point the credit 
department can sometimes materially assist in helping move a 
surplus stock at a time when prices, shipping facilities, etc., 
are favorable. This service can be reciprocated by the other 
departments sometimes putting the brakes on prices, or orders, 
or shipments, while the credit department is getting some over- 
due money, or by the transportation department putting a little 
exra effort in catching a car enroute to a customer whose prom- 
ise has not been kept. 


Inter-Departmental Communication.—In order to have 
the best coordination of effort between all departments of a 
business organization there must be a constant line of com- 
munication between departments on transactions where two or 
more departments are concerned. This may be done in per- 
son, by telephone, or by the use of letters and forms. As a 
matter of record, it is often advisable to have these communica- 
tions in writing, and therefore, as a matter of simplifying the 
work and keeping costs down, various printed forms are usually 
found to be the most efficient and inexpensive means of con- 
tacting with other departments on details. Some of these 
forms are shown in another chapter in connection with actual 
procedure. : 
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CHAPTER XVI 
CREDIT DEPARTMENT PROCEDURE 


Outline of a Typical Case.—Perhaps the best way to 
describe the procedure of work in a credit department is to take 
a hypothetical problem and follow it through the department 
to show the methods employed, the equipment and system used, 
and the department’s contact with other departments. The 
scope and purpose of this book would not permit going into 
the many different types of cases that come to a credit depart- 
ment for solution. So we shall try to make this imaginary case 
cover as many points to be encountered in an ordinary day’s 
work as possible. The deductions, however, are not intended 
to be exhaustive, nor are they applicable to every case. Forms 
and details differ in various lines of business, according to 
usage and custom. Equipment and system also vary greatly 
in different kinds of business, as to size, type, location, business 
policies, etc. A large house selling quantities of small articles 
to thousands of jobbers and retailers will employ methods quite 
different from those of a house selling some large equipment 
to a select trade. But, whether it be a large business employ- 
ing a number of employees in the credit department, or whether 
it be a small business with a one-man department, the same 
principles and similar routine methods apply. 


Routine of an Order.—The following chart (Figure 28) 
will perhaps help us to visualize the routine of an order from 
the time it is received until the money for it is collected or the 
account is charged into profit and loss account: 

As a departmental background for our illustration we shall 
take the credit department charted in Chapter XV, Figure 23. 
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Among other orders sent by salesmen is an order for one 
carload of material from the Evans Packing Company, Inc., 


NEW CUSTOMERS’ 
ORDERS 

OLD CUSTOMERS’ 
ORDERS 


Checking as to Prices, 
Quantities, Materials, etc. 
(By Order Dept.) 


Investigation of Customer's 
Financial Responsibility 


Salesman’s Report 
on New Customers 
(Fig 7) 


Credit Approval 
Double Check 


Orders in Triplicate 
1 to Order Filling Dept. 
1 to Traffic Dept. 
1 to Bookkeeping Dept. 
Invoicing in Triplicate 
1 to Customer 
1 to Bookkeeping Dept. 
1 to Credit Folder (By Billing Dept.) 


Special Reports 
Bankers’ Reports 
Attorneys’ Reports 


Commercial Ratings 
Trade Manuals 
Registers or Directories 
Own Credit File Trade References 

Credit Seeker's Own Statement Personal Investigation 
Other Customer's in Same Line or Location Credit Exchange Reports 


Court, and Municipal Records Ledger Experience 
, Other Sources 


Kenia simement 
on First of Month in 
ina tical (y Boo 
Limit 2 keeping Dept.) 
i i 1 to Customer 
Scere ie 1 to Branch Office 
1 to Credit Folder 


Permanent Record 


Credit Folder 
Summary Sheet (Fig. 2) 
Unpaid Invoices 
Monthly Statements 
Current Credit,Collection 
and Adjustment 
Correspondence 


Paid ‘Accounts Unpaid Accounte 


Statements 
Correspondence 
Personal Interview 
Adjustments 
Extensions 


Deposit Slip and Cash Sheet 
1 to Bank 
1 to Bookkeeping Dept 
1 to Credit Dept. 
Check paid items on Statement 


Remove paid invoices and 
finished correspondence 
to General Office Files. 

Notify District Office. 


Return Receipted Invoice to Customer 


Active Accounts checked 
as to changed conditions 


Attorneys 
Receivership 
Bankruptcy 

Profit and Loss 
Notify Dist. Managers 
Credit Card Signal 


each 6 months and 
additional data recorded 
in crecit files. 

Inactive Accounts referred to 
Selling Dept. for solicitation 

Bad Accounts co-operate with 
sales managers, commercial 
agencies and National Association 
of Credit Men. 





Figure 28. Routine of an Order 


manufacturers of metallic and fibrous packing boxes. With 
the order is a “Salesman’s Report on New Customer,” similar 
to the one shown in Figure 29, on which he gives name and 
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address, kind of business, three trade references, (The Smith 
Supply Company, St. Louis; Blank Coal Company ; and Good 
Machinery Company) the customer’s bank (The Sixth Street 
National), the approximate amount of the first order 
($500.00), and estimated requirements as two cars per month, 
or $1,000, terms sold 1% cash 10 days, 30 days net. 


SALESMAN’S REPORT 
oN NEw CUSTOMERS 


If other than an individual, give names of partners, officers or pro- 
prietor 


Business or occupation 
Experienced or just beginning 
Your impression of his business 
Stock, large or small 

Stock, good or bad condition 
Real Estate Owned 


Approximate amount of first order $ 
Estimated requirements: $ 


SALESMAN 





Figure 29. Report on New Customers 
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From the executive offices, where all mail is opened, come 
letters, mercantile reports, checks, notes, trade acceptances, 
salesman’s reports, legal documents, copies of orders shipped 
from warehouses, branch office reports on credit matters, etc. 


REMITTANCE MEmo. 








Deduct 














REMARKS 





Figure 30. Remittance Memorandum 


These all go to the desk of the assistant as shown in Chapter 
XV to be stamped with a receiving stamp, and all mail, except 
checks, after stamping is placed on the credit manager’s desk. 
The assistant takes the envelope in which the check is received, 
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usually bearing the name and address of the remitter, and 
places, on it the amount of the check, together with any other 
information on the check of assistance to the bookkeeper; 1f 
it is a voucher check, the voucher, if permissible, is detached, 
and placed with envelopes; if an invoice or statement accom- 
panies a check, that is placed with envelopes and vouchers; if 
nothing accompanies check, a form like Figure 30 shown below 
is filled in and placed with the other papers. 

If any apparent irregularity appears in a check, the ques- 
tionable check is referred to the credit manager for action. 
After proper note of every check has thus been made, the 
amount of the checks is run up on an adding machine, and 
then the amounts of the memoranda are added. The two totals 
must agree. The checks are turned over to the assistant’s 
stenographer who immediately sorts them as to districts, send- 
ing each district manager a list of checks received from cus- 
tomers in his district. The checks are then turned over to the. 
treasurer’s office, where the cash sheet and deposit, together 
with an extra copy for the bookkeeping department, are typed 
at one operation. In the meantime the cash memoranda above 
referred to have been turned over to the bookkeeping depart- 
ment where the remittances are immediately “keyed in” oppo- 
site the invoices paid by showing the date. No posting is 
done at the time; in fact the posting can sometimes be many 
days behind; but collectors and credit checkers immediately 
know of the remittance even though the balance shown on the 
account has been reduced, and is therefore incorrect. In this 
“keying in” process the bookkeeper often discovers improper 
deductions in payment. He immediately notifies the credit 
department adjuster, who takes whatever action is required. 

When an adjustment of any kind is necessary in the ac- 
count, the form shown in Figure 31 is prepared in triplicate. 
(These forms are printed in three colors, each color indicating 
the department to which it belongs). One copy is kept by the 
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credit department to show that an adjustment is in process, 
and two copies are sent to the accounting department adjuster 
for sanction of adjustment of the records. After the adjust- 
ment or allowance is made or sanctioned, one copy is sent to 


CUSTOMER’S CLAIM 


Number 
Attention Mr. 





Credit Memorandum has this day been issued in accordance with 
authorization. 
Number Amount $ 
(Signed) 








Correspondence and copy of Credit Memorandum relating to this adjustment 
to be filed together. 





Figure 31. Form of Customer’s Claim 


the bookkeeper to adjust customer’s account, and notice of 
adjustment sent to the credit department on the form shown 
in Figure 32. 


Securing the Credit Information.—Let us now return to 
the credit manager’s desk, where was placed the morning’s 
mail, and the particular order of which we received notice from 
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the salesman. On the back of the desk are letter trays on 
which may be found the names of the credit manager’s assist- 
ants, adjuster, secretary, various clerks; one for the filing 
clerk calling for previous correspondence; one for “letters to 
be signed,” one for “outgoing mail,” and another for “fin- 
ished work-file.”” He places in the tray of the assistant in 


TRIPLICATE 


ed 


ADJUSTER’S REPORT—CUSTOMER’S CLAIM 
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Figure 32. Form of Adjuster’s Report 


charge of credit limits the salesman’s reports on new cus- 
tomers, reference letters, mercantile reports, and matters bear- 
ing on his work as indicated by Figure 23 in Chapter XV. 
The various persons concerned watch these trays and empty 
them at regular intervals. The assistant finds the salesman’s 
report on the Evans Packing Company, Inc. He turns it and 
other similar slips over to a clerk under his jurisdiction to look 
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up rating in Dun’s and Bradstreet’s rating books. (These books, 
with other rating books are kept ready for consulting on a 
table in a convenient place in the credit department, which 
saves time in handling.) He finds no rating in Dun, and a 
rating of “O B” in Bradstreet. ($50,000 to $75,000—Ist 
Grade) and so marks the slip. After finishing other slips of 
the same kind, he returns to his desk and writes out a ticket 
requesting a special agency report, where necessary, including 
the Evans Packing Company, Inc. The request to the agency 
reads as indicated in Figure 10. As the Evans Packing Com- 
pany’s order, and several others, are rush orders, he calls Brad- 
street’s on the telephone and finds they have special reports on 
file. He immediately sends a messenger to the local office and 
secures the special reports requested and returns to his desk. 
He sees from the salesman’s slip that two of the customer’s 
references are located in the same city, so he telephones the 
credit departments of these concerns (the credit manager hav- 
ing established reciprocal relations with responsible local busi- 
ness houses through the Credit Men’s Association) and finds 
that one house is selling as high as $500.00 monthly and the 
other $1,000.00, on thirty day terms, and that bills are 
promptly paid, owing in the first case $250.00 and in the sec- 
ond $750.00, none of which is due. He calls up the bank and 
finds “they have been carrying a satisfactory account with it 
for a number of years, and believed to be worthy of confi- 
dence.” He then takes a form and summarizes the informa- 
tion he has gathered. 


Making the Decision.—This form with detailed data at- 
tached is handed back to the assistant credit man to pass upon 
and fix a credit limit, which he does in all cases up to $1,000.00, 
or some other designated limit, leaving the more important 
cases for final decision by the credit manager. 

The credit man at this point must exercise keen judgment, 
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weighing the favorable and the unfavorable factcrs. After 
his analysis of a risk, he attempts to forecast what the person 
or persons concerned are going to do at some future time. He 
renders his decision, fixes credit limits and terms, and then 
and there assumes the responsibility of collecting the account 
to the extent of his credit limit. In this function he renders 
one of the most important services that can be rendered in a 
business enterprise, and one upon which often hinges the suc- 
cess or failure of a business. All this requires organization 
and system to handle successfully, and in volume. Such a sys- 
tem and organization must all along the line provide automatic 
danger signals to the credit man. In other words, a correctly 
organized and systematized department makes it possible for 
any member of the department, of good intelligence, to handle 
routine matters, and at the same time makes it impossible for 
a single order to be passed or shipped to a customer whose 
credit standing does not justify it. That is the kind of organ- 
ization needed to relieve a credit manager of routine work and 
place him in a position where he is free to give the larger 
aspects of his work adequate attention and constructive 
consideration. . 

In Figure 28 are given a number of sources of credit 
information. Only as many sources should be consulted as are 
necessary to secure sufficient data on a given case along the 
lines described. In consulting some of these sources, certain 
accepted forms are used, of which several of the most fre- 
quently used have been shown. 

After a risk has been approved, credit limit fixed, and 
various departments and branches notified, the next step is to 
have this data filed in readily accessible form, the system for 
which has been covered in Chapter XV. 

The credit limits are always subject to revision on learning 
new facts. The placing of limits merely serves as a guide, and 
is a restriction beyond which assistants must not pass without 
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the approval of the credit manager. Credit information should 
be kept alive by revisions and additions as facts are gathered. 
Credit files should be reviewed and brought up to date once 
or twice annually. With such a system, the question of pass- 
ing orders becomes a matter of routine and can be successfully 
handled by assistants, except in questionable cases. 


Cooperating with the Order Department.—While the 
foregoing work is being done by the credit department, the 
order department (see Figure 28) has checked orders as to 
prices, quantities, materials, etc., and has prepared filling orders 
on the company’s form in triplicate, one copy for the order 
filling or shipping department, one for the bookkeeping depart- 
ment and one for the traffic department. All these are sent 
to the credit department for approval or rejection. The Evans 
Packing Company’s order is among these orders, and, when 
the assistant who attends to this work (see Figure 23) receives 
this the credit investigation has sufficienty progressed to permit 
the approval of this order. After approval one copy of the 
orders is sent to each of the departments above indicated. 

But among the orders may be some that cannot be approved. 
These are referred to the credit manager for attention. When 
an order is held up, because credit limit has been reached, 
because the account shows overdue payments, or for any other 
reason, the selling and order departments should be immediately 
notified. By doing this the selling department can cooperate 
with the credit department in bringing about conditions that 
will make possible the approval and shipment of the order, 
and the order department has an opportunity to make necessary 
adjustment in its schedule of shipments for the shipping or 
manufacturing departments. The form shown in Figure 33 
below is used in notifying these departments of orders held. 

These orders are placed in a separate file and a weekly 
report is made to the credit manager showing a list of such 
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orders, the reasons, and the progress being made toward 
approval or final rejection. After matters have been adjusted 


reason 


As soon as this has been adjusted you will be notified. 


Crepit DEPARTMENT 


Our reason given above is strictly confidential and is for your 
information only. 





Figure 33. Notification of Order Held 


ATTENTION : 
Orver No 


given us by 
jected) today. 


Our reason given above is strictly confidential and is for your 
information only. 





Figure 34. Notification of Order Released or Rejected 


to permit passing such orders, the selling and order departments 
should again be notified that they may be informed of action 
taken. For this purpose, form shown in Figure 34 is used. 
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It will be observed that this system provides a means of 
placing at the disposal of everyone whose duty it may be to 
approve orders, all the information available on a customer. 
If the credit man obtains information and impressions by way 
of personal interviews, telephone conversations, conferences 
with other credit men, etc., a record should be made so that 
others may have the benefit of this knowledge when called 
upon in his absence to deal with a customer. It is often neces- 
sary for a credit manager to be away from the office. By 
making a memorandum of such information and impressions 
and passing it to a typist, it can very readily be made a part 
of the customer’s record in the credit file and thus prevent 
mistakes. A credit department organization and system should 
be efficient enough to permit the credit manager to leave the 
' office at any time and still adequately take care of anything 
that may come up in the ordinary routine of business. 


Miscellaneous Duties of the Credit Manager.—On this 
subject of procedure, let us take another look at the credit 
manager’s desk. Let us assume that he has distributed all 
routine matters to his assistants and clerks; he will still have 
a number of things requiring his personal attention that will 
keep his time quite well occupied. Among such items will be 
found protested and improperly drawn checks, notes to be 
accepted or rejected, requests for special terms and extensions 
on accounts, stubborn cases where credit information is not 
readily available, revision of terms and credit limits to old 
customers, personal interviews, attending creditors’ meetings 
and assisting in prosecuting fraudulent cases, attending trade 
group meetings, giving personal assistance to customers in 
difficulty, attending credit men’s meetings, travelling over his 
territory or visiting branch offices, directing collection of 
troublesome accounts, making adjustments of stubborn cases, 
rendering reports to, and conferring with, officers of his com- 
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pany, cooperating with sales department on new business and 
increasing lines to old customers, keeping abreast of the times 
through reports, statistics, journals, periodicals, etc., on all 
matters of general interest bearing on credit and economic 
conditions, beside answering the many questions of depart- 
mental employees that come up in the ordinary routine. A 
credit man, if he puts his heart into his work and properly 
equips himself and his department, can make himself one of 
the most valuable men in an organization. 
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GHAPTERXVIT 


ANALYZING THE RESULTS OF CREDIT 
DEPARTMENT MANAGEMENT 


Factors in Credit Department Efficiency.—A credit de- 
partment may rightfully be considered an asset to any business 
house doing a credit business, if its acceptance of good business 
approaches the possible maximum amount of bona fide busi- 
ness secured by salesmen, with a small ‘loss in bad debts; if 
it causes a minimum loss of customers in handling the accounts ; 
and if it operates at a low rate of expense to the business. 

A credit department should be considered a liability, if: 
it fails to accept the proper amount of business safely possible 
to accept; if it has an excessive bad debt loss; or causes the 
loss of customers through improper methods; or if it operates 
at too great a cost to the business. 

Briefly stated, those are the determining factors of whether 
a credit department is an asset or a liability to any business. 
But this naturally raises some interesting questions, namely: 

1. What constitutes the maximum amount of business that 


shall be accepted ? 
. What is the minimum, or proper, bad debt loss? 


iN) 


3. What is a minimum loss of customers by the credit de- 
partment? 
4. What should it cost to operate a credit department ? 


Maximum Amount of Business to be Accepted.—In any 
line of endeavor there is a potential field or market, developed 
or capable of being developed, for that particular commodity 
or service. That field or market constitutes a potential unit 
of 100. If there are ten competitors doing business in that 
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field or market, all being on an equal basis as to facilities, 
service, qualities, prices, etc., theoretically there would be as 
each competitor’s share, a unit of 10. But there are set to 
work on that potential unit of 100, ten competitive sales or- 
ganizations, each being keyed to the highest pitch of enthusiasm 
and inspiration (often with bonuses and commissions as an 
incentive) to secure the greatest possible amount of this 100 
unit. 

In this 100 unit, though, there are all kinds and grades 
of credit risks. Some of these will actually fail; (according to 
Bradstreet’s figures in 1923, 33.7 per cent will fail from incom- 
petence, 34.2 from lack of capital, 4.2 from fraud, and 27.09 
from other causes). Some will require litigation to collect. 
Some will be extremely slow pay and therefore unprofitable. 
Some will be fair to good risks in the making. Some will be 
fair pay. Some will be good pay. Some will be discounters. 

It naturally follows then, that as prices, quality, service, 
salesmanship or other purchase inducements to the customer, 
fail to measure up to the standard of competitors’ inducements, 
the lower will become the grade of credit risks of the custo- 
mers sold, in order for that house to secure its share of the 
too unit. When purchase inducements to the customers are 
on a par with, or superior to, those of a competitor’s induce- 
ments, it is easiest to sell to high grade credit risks with cor- 
respondingly lowered credit department expense. When pur- 
chase inducements to the customer do not compare favorably 
with those of competitors, only the poorer grade credit risks 
can usually be sold, and that immediately throws a greater 
burden and responsibility upon the credit department. 

As a general proposition it is usually estimated that at 
least ninety per cent of the business submitted for credit 
approval is of good or fair grade risks and that not over ten 
per cent of it should be of a class that requires treatment 
outside of the routine of a well organized and properly func- 
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tioning credit department. In this ten per cent will usually 
be found, in ratios varying with different houses, about all of 
the off-grades above mentioned. As purchase inducements to 
the customer, compared with competitors’ inducements, become 
less favorable this 90/10 ratio will usually tend to go down, 
sometimes until a 50/50 ratio is reached. When this latter 
ratio is reached, or anything approaching it, it is safe to say 
that a pretty efficient credit department is required to keep 
the business out of bankruptcy. 

Therefore, a credit department that accepts risks submitted 
on a grade ratio of 90/10 or downward (as above described) 
rejecting or selling for cash only the worst grades may be said 
to be accepting the maximum amount of business for its house. 


Minimum or Proper Bad Debt Loss.—What is a mini- 
mum, or proper, bad debt loss is a much mooted question. 
Credit men, as a rule, are very vague and evasive when this 
question is discussed. The fact remains, however, that in 1923 
there were 19,159 failures with liabilities aggregating, accord- 
ing to Bradstreet, $631,794.00, not to make mention of the 
many thousands of bad accounts that were at least indirectly 
responsible for many of those failures, which were never 
collected. Then when there is added to that sum the “bad” 
accounts which were charged off in 1923 by approximately 
2,055,458 business houses that did not fail, there is a bad debt 
bill, to be ultimately paid by the consumers of this country, 
that almost staggers the imagination. If it were possible to 
obtain these figures and ascertain the average per cent loss to 
sales, we could arrive at a standard by which we might measure 
this phase of credit work. 

Perhaps the nearest approach to a correct per cent loss in 
any case, is to take what is found to be the average loss by a 
number of houses in the same line over a period of three or 
five years. This should be accepted as a correct experience 
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and be used as a basis for consideration of bad debts in price 
computation. If this average were, let us say, 17%, and a credit 
department did not exceed this average, and accepted business 
as above outlined, it could well be said to have sustained the 
minimum loss in its transactions. 


Measuring the Importance of Lost Customers.—Let us 
assume that a credit department accepts business on a grade 
ratio of g0/I10, if it loses, through its efforts to collect (when 
customers have been properly sold and service and material 
are satisfactory) and of the 90% fair or good grade risks, it 
is certainly losing good material. If, however, a customer 
among the other 10%, above described, is lost for future busi- 
ness, in securing the money for the first transaction, or if the 
customer refuses to accept terms satisfactory to the seller, 
then it is hardly fair to charge the credit department with 
having lost a customer. It merely failed to make a fair or 
good customer out of a doubtful, poor, or bad one. If, on the 
other hand, the credit department helps to make fair or good 
customers out of say 5% or more of whatever percentage of 
the doubtful class have been accepted, it certainly becomes a 
greater asset to the business as this percentage of doubtful 
risks, remade into fair and good customers, increases. Let us 
say that a credit department accepts business on a grade ratio 
of 50/50, saves as good business for the house 25% and 
fails on the other 25%, that credit department should be ° 
credited with having saved and built for the business 25% of 
its customers, and not with having lost 25% of them. A credit 
department should be charged with losing a customer only 
when it is the avoidable cause of losing a fair or good paying 
customer. 


Measuring the Cost of Operating a Credit Department. 
—The cost of conducting a credit department is of course 
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largely predicated upon the kind and nature of the business 
conducted. Much depends also, as above intimated, upon the 
class of business the department is called upon to accept and 
handle, because it stands to reason that if a large volume of 
peor grade credit risks is taken, the cost of operations will 
be much greater than where only select trade is accepted. 
It naturally follows that costs of operation should be greatly 
increased if the credit department is making business possible 
with a poor credit class of trade which is made necessary by 
some weakness in other factors of the business. In that case 
the credit department is made to carry part of the burden 
rightly belonging to some other department or departments, 
and should, therefore, not be expected to operate as cheaply 
as when that is not true. 

For the purpose of illustration then, we may safely assume 
as a reasonably low cost of operation, 1% of sales when busi- 
ness of a grade ratio of g0/Io is being accepted and profitably 
handled. Why the assumption of 1% as being a reasonably 
low cost of operation? 

Underwriters of insurance on credits charge a special 
premium for, place rigid restrictions about or penalties upon, 
or decline to assume liabilities in connection with any situation 
which they designate as the off-grades, above referred to, 
under their insurance policies. That is just as correct and 
proper as it is to charge an extra premium or provide special 
safeguards, or refuse to accept responsibility for, an extra 
hazard under a fire, or any other form, insurance policy. 

Moreover, these underwriters cover, under the ordinary 
bond, only losses over and above the normal loss of that par- 
ticular business, determined by an average loss for a period 
of three or five years. The bond also usually provides that 
the company be given an opportunity to collect the losses, and 
that losses be reported for collection purposes within sixty-five 
days from due date, for which approximately the legal col- 
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lection rates are charged in addition to the premium. The 
legal rates for collecting are 15% for amounts under $300.00, 
8% for amounts between $300.00 and $1,000.00, and 4% 
for amounts in excess of $1,000.00, making the average legal 
rate 9% (not taking into account apportionment of percentages 
by amounts of losses). That places a pretty high premium on 
time in credit granting. 

The management of various lines of business place a still 
greater premium on time when they offer 1%, 1, 2, 3, 5 and in 
extreme cases 10% for cash within, usually, 10 days from 
date of shipment, paying actually at these rates for 10 days’ 
time from 18% to 360% per annum. 

Is it not true, then, that 1% of sales is a reasonably low 
cost for operating an efficient credit department in the average 
manufacturing, jobbing or wholesale business, to collect the 
bulk of moneys on sales in the intervening period of from 
10 to 60 days? Is it not a cheap collection rate? The per- 
centage on a retail business will run higher. 


Application of this Principle of Management.—Taking 
the above assumption as approximately correct as a general 
average proposition, let us see what we actually arrive at for 
a $25,000,000.00 per year business : 


Metnop or Ficurinc CoLiection Costs Comparative Costs 


by Methods 
Cost, figured on collections by credit department on basis of 


Toponssales, onl_O0/ TOM rade natiOneee case mieten Eee $250,000.00 
Cost, figured on collections on basis of accepting only customers 
discounting, on terms of 1% cash 10 days=36% per annum 
Ole Montalversalesa (h2'0031330.G4)) Renan aioe nae 750,000.00 
(This would probably prohibit 75% or more of the business 
on an average concern’s books.) 
Cost of collections on lowest legal rates (4%)............-- 1,000,000.00 


(At least this rate would apply if no effort were made to 
collect at all in first 60 days on 30 day terms, accepting any 
and all business submitted, plus a probably ruinous loss 
ratio for bad debts.) 
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By the first method (with a loss on account of bad debts 
of 1%), the total cost would be 2% of sales for credit opera- 
tions and bad debts. 

Under the second method there would still be the hazard 
of the average loss by actual failures, which, according to 
Bradstreet (by percentage of failures to all in business failing), 
from 1893 to 1923 inclusive, averages 1.01% per year. It is 
quite probable by this rigid selection of accounts that the loss 
ratio would be practically nil, yet the cost of operations would 
be 3% of the annual business, plus greatly increased sales 
expenses as well as other expenses and the necessity of having 
an article or service that could stand severe competition. And 
there still would have to be a credit department to do the 
selecting. 

Under the third method there would have to be a sales force 
to sell, and some one to look after what collections were made, 
and the cost of operations would still be at least 4%, with an 
extremely high ratio of losses in addition. 

The foregoing forms a basis upon which to determine the 
worth of a credit department. And while the general figures 
(used only for illustration) show an advantage of 3 to I and 
4 to I, respectively, in favor of the conservatively conducted 
credit department, that advantage may be increased as cost 
and loss percentages are decreased, and the 90/10 grade ratio 
is lowered to take in a greater percentage of bona fide business 
on terms that are safe. To lower the grade ratio is largely 
a matter of having customers of doubtful grades accept satis- 
factory terms and then seeing to it that those terms are as 
nearly as possible enforced. In this connection the question 
of minimum loss of customers applies with particular force. 

It is possible under proper management to obtain much 
better results than the general and average figures and per- 
centages above shown. This has been proved. ° An actual 
experience may perhaps with profit be cited, where the bad 
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debt losses were about 3/10 of 1%, and the cost of operations 
about 4/10 of 1% ona risk grade ratio of better than 75/25; 
with few, if any, good or fair paying customers lost by 
improper methods of the department, and a high percentage 
of sales on poor credit risks developed into good ones. 

The total combined cost of operation and bad debt losses 
amounted only to 7/10 of 1%, while it is stated that the sales 
price of the commodity of that particular house had been loaded 
by 2% for bad debts, having an actual profit of 1 and 3/107% 
to the house on that feature of the business. 


Business Failures and the Responsibility of the Credit 
Department.—When a business fails the credit manager is 
always present because it is he who has extended credit and 
who is now interested in salvaging the remaining assets. If he 
is a good credit manager he learns much from each of these 
unpleasant experiences. He feels his responsibility, not only 
for his house, but also for the credit structure of the business 
community. He realizes that credit is a valuable economic 
factor only to the extent that such transactions as are originally 
stimulated are ultimately consummated. 

The reasons why businesses fail and succeed are difficult 
to classify, because of the varied types of influences which 
affect men in the processes necessary to satisfy human wants. 
The credit manager will develop for his own use various 
methods of arrangement for his own study and protection 
adapted to the line of business in which he is engaged. As a 
starting point in the analyses we suggest that the credit 
manager study all of the failures with which he comes in 


contact, arranging the causes under the following three divi- 
sions : 


1. Causes of business failures over which he has no control. 


2. Causes of business failures over which he has a limited 
control. 
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3. Causes of business failures for which he is primarily 
responsible. 


It is of course understood that it is many times impossible 
to adopt a dogmatic classification. The plan is valuable never- 
theless and stimulates productive thought. In some situations, 
certain causes can be put into another group. The efficacy 
of analysis of this type in teaching the credit manager to 
assume his position of responsibility is evident. 

In the group we find a large number of physical causes 
such as war, floods, tornadoes, earthquakes, crop failures, 
epidemics, erratic climatic conditions, etc. Other causes over 
which the credit manager would have little, if any, influence 
are: Changes in public demand, a cause operating in certain 
markets (one of the best examples being the bicycle industry), 
new inventions as indicated by the change from buggies to 
automobiles, greatly increased competitive pressure, unsound 
national monetary policy, changes in relationship to foreign 
markets, failures of others, general unemployment in the terri- 
tory served, with attendant decreased buying power, and sick- 
ness or death of executives. 

In this group would be listed those causes mentioned in the 
first group which might have been prevented or their effects 
ameliorated by the foresight of the credit manager. In a 
limited way he is responsible for the business methods of the 
firm to which he extends credit; for ascertaining the character 
and reputation of his customers; for an estimate of their com- 
petency, experience, and organization ability; and for analysis 
of financial structure in relation to capitalization. He is to a 
certain extent held responsible for the adoption of good busi- 
ness practice in connection with the points mentioned. 

At one point the credit manager can be held absolutely 
responsible. If he extends credit knowing that it is unjustified 
on all the bases as he understands them, he has no one to blame 
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but himself when failure occurs. A house in which sales 
policy dominates too strongly often finds itself in this situation. 
In this group of causes should also be those included in the 
other two groups as to which particular situations have given 
opportunity for the use of the credit management influence. 
He must accept responsibility for all failures where he might 
have given his advice in the creation of sound policy. His 
house is in partnership with the creditor and he is to that 
extent entitled to the privilege of making suggestions and 
liable for negligence if he refuses to do so. 

The credit department referred to on page 232 had also 
rejected 3/10 of 1% of sales on credit, which it failed to switch 
to cash terms, that subsequently were shown to be “bad” ac- 
counts, and if accepted would have been losses, making a 
further 3/10 of 1% of sales actual worth evaluation on that 
credit department. On this latter feature the sales manager 
argued, it is stated, that had this “bad” 3/10 of 1% been 
accepted, with no credit department expense, the loss to the 
house would have been 1/10 of 1% less than it was. The 
trouble with his argument was that he forgot that more than 
25% of doubtful credit grade business had been accepted from 
his salesmen, and profitably handled by the credit department 
for the house. Like the child in the anecdote, he expected to 
have the cake and keep the penny. 


REFERENCES 


No readings are suggested on this subject. The student ought to 
make an application of the principles just presented and analyze in 
detail the efficiency of some credit department. 


CHAPTER XVIII 


RELATION OF CREDIT MANAGEMENT TO THE 
GENERAL MANAGEMENT 

“ The Part of the Credit Manager in Formulating Poli- 
cies.—In preceding chapters there have been discussed in one 
form or another the credit manager’s relations with the cus- 
tomer, with other departments of his own house, with outside 
agencies, and with credit men of other organizations. Those 
are four relationships which the credit manager should con- 
stantly nurture, must, as far as possible, constantly keep warm 
and friendly, so that all may be mutually benefited and served. 
These four relationships for the credit manager, so far as his 
immediate position is concerned, are only the means to the end 
sought. The end he seeks is to please and serve his superior 
officers who constitute the general management of his house. 
How may he best do this? 

In Chapter XV mention is made of many of the credit 
manager’s functions and activities, and the statement is made 
that he is expected to accept for his house a maximum amount 
of business with a minimum amount in bad debt losses, with 
a minimum loss of customers in making collections, and at a 
minimum expense to the business. Briefly stated, that is his 
problem so far as his relation with the general management 
is concerned. 

To accept a minimum amount of business that can be 
collected promptly requires all the facilities and ability that 
the average credit manager has at his command. Much de- 
pends upon the type of salesmen employed and the kind of 
trade to which the house sells, but as a general proposition it 
is usually estimated that 90 per cent of business submitted is 
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of good or fair grade of risks, and that not over 10 per cent of 
it should be such as requires anything but the standard routine 
service of the department. In this latter grade of business 
is the opportunity for the credit manager to exercise the pre- 
rogatives of his department in such a manner as to lose busi- 
ness that is potentially good, or to accept this business and 
help re-make it into a good grade of risk and thereby increase 
the amount of business that can be accepted. To do the latter, 
beyond the usual functions of routine credit granting, resolves 
itself to a great extent into policies of management. Policies 
of management are sometimes dictated more by force of cir- 
cumstances than by a mere matter of choice, but regardless of 
the impelling motives, the credit manager should have a voice 
in forming policies to insure the efficacious enforcement of 
them. 


Enforcement of Terms.—One of the policies of manage- 
ment that usually concerns everyone to a transaction is that 
regarding enforcement of terms. Shall terms of sale always 
be rigidly enforced regardless of consequences, or shall there 
be an application of common sense in considering some of the 
things that often greatly affect terms of sale? There are many 
things that may enter into the consideration of this policy. The 
following are some of them: 


Kind and nature of the business. 

Quality of merchandise or service as compared with that of 
competitors. 

Prices as compared with those of competitors. 

Distance, affecting time of delivery and transportation charges. 

Seasons. 

Markets. 

Advertising policy, affecting sales resistance and creating de- 
mand. 

Class of salesmen employed. 

Grade of customers solicited. 


Ch. 18] RELATION TO THE GENERAL MANAGEMENT 237 


Discounts, trade and cash. 

Perishability of products. 

By-products and their possible market. 
Distributing agencies. 

Dispensing equipment. 

Storage facilities and containers. 

Desirability of buyers’ location for trade. 
Adjustments. 

Desire for expansion in new and old fields. 
Investment considerations in expansion plans, etc. 


All these are things that vitally affect the acceptance of 
risks, and consequently the maximum volume of business that 
can be accepted. They have a bearing on the amount of bad 
debt losses, the loss of customers, and the expense of conduct- 
ing the credit and collection department. 


Accounts Receivable, Current 

Accounts Receivable, 30 days overdue 

Accounts Receivable, 60 days overdue or more (not in- 
cluding attorney and uncollectible 
accounts ) 

Accounts Receivable, In attorney’s hands 


Acccounts Receivable, Uncollectible 
Accounts Receivable, ToraL 


Collections 
Net Sales 
Value of orders held up 
Value of orders canceled 





Figure 35. Monthly Report from Branch Office 


But, whatever the question in point, or the policy involved, 
the general management of a business should always be as- 
cessible to and approachable by the credit manager. Unless 
this is made possible the best coordination of departmental 
activities cannot be had. There should be frequent conferences 
between the management and the credit manager. 
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A Report System.—There should be an adequate system 
of reports from branch offices to the credit manager, and from 
the credit manager to the general management. A form like 
that shown in Figure 35 should come regularly from all 
branches to the credit manager. These should be assembled 
for the management on a summary form like shown in Figure 
36. Results from this form may then be graphed as to sales, 
collections, and receivables, as shown in Figure 37. 

When the above reports are received, tabulated and graphed, 
it is no difficult matter for the management to place their hands 















































Figure 36. Monthly Summary Form for Assembling Branch Office Reports 


on any phase or branch of the work that is not showing proper 
ratios and percentages. These reports show the management 
the amount of sales being made, amount collected, overdue 
accounts, losses, orders held pending acceptance, and business 
rejected. 


The Credit Department Budget.—In addition to the 
above, where a budget system is used, it is necessary to advise 
the management of contemplated collections the following 
month to permit the planning of the financial budget. This 
estimate may be readily obtained by referring to the above 
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reports and chart. It is simply a matter of sizing up previous 


- month’s business, observing the trend of sales and receivables, 
, 


noting the seasonal swing of the business, taking into account 
conditions in various parts of the territory covered, including 
prices, noting any specific conditions, and arriving at an ap- 
proximation of what the collections with ordinary routine 
efforts should be. 
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Figure 37. Chart Showing Assembled Branch Office Reports 


The following is a convenient form for a credit manager 
to use in keeping daily check on the estimate of collections 
furnished the management for budget purposes, Figure 38. 

With the estimate of collections and other reports above 
shown, the credit department should furnish the management 
an estimate of contemplated expenses. A form like that in 
Figure 39 may be used for this purpose. 
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At'the end of the year the management should be furnished 
with a report like that in Figure 39, but giving the total figures 
for the year, together with percentage of losses to sales, cost 
of operating the department and its percentage to amount of 


Casu RECEIPTS 
(Month) 








Domestic Total Daily | Foreign Total Daily 


Totals: 


























Figure 38. Form for Checking Daily Collections 


sales. It is well to give with this report a statement of orders 
that were rejected on credit terms and lost to the business as 
orders, and the reasons therefor, and also a statement of orders 
denied credit on original terms but which the credit manager 
succeeded in having filled on satisfactory terms. A statement 
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to the management and sales department of customers who have 
ceased buying from the house should be made. 

With such data placed before the management of a house, 
it may quickly observe whether or not the credit manager is 
accepting the maximum amount of business submitted, may 
determine the amount and percentage of losses from bad debts, 


Crepir DEPARTMENT BUDGET 











Estimated Actual 


Salaries : 

Office Rent . 

Commercial Agencies Service 
Credit Association Expenses . 
Stationery and Printing . 3 
Trade Journals and Magazines . 
Postage 


Telegraph and Te tenhene : 
Traveling Expenses : 
Automobiles and Equipment . 
Legal Expenses . 


Totals: 








Figure 39. Form for Credit Department Budget 


may ascertain the extent and investigate reasons for customer 
turn-over, may determine the actual cost, in amount, and per- 
centage to sales, of conducting the department. What the re- 
sults really are, as shown to the management by these reports, 
is a matter resting with the credit manager, and largely deter- 
mining his worth. 

In any business, large or small, it is necessary at times for 
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the management to secure comparatively large sums of money 
to meet some approaching obligation. The wide-awake credit 
manager can anticipate such needs and be prepared to meet the 
situation by keeping in touch with his management as to ex- 
traordinary requirements, and as to routine needs by watching 
the accounts payable and the bank balances. 

The growing importance of the credit manager’s work and 
the increasing complexity of his problems, demand that his 
qualifications be such as to enable him to keep in constant touch 
with the management of the house. This will keep him in- 
formed of what is needed by the management and what is 
expected of him, and consequently permit him to fit his depart- 
ment and activities into the general scheme of things. It will 
the better qualify him for his relationships with the customer, 
with other departments of the house, with outside agencies, 
and with other credit men. It will make him realize that he 
is an instrument of action, whose purpose is to converge and 
harmonize his efforts with those of others, so that his organiza- . 
tion, his house, may move forward as a unit, justifying its 
existence as an organization in the eyes of the business world. 
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Part IV.—Completing the Credit Transaction 


CHAP TERRXIX 
COLLECTIONS 


Training the Selected Buyer.—The credit chain will be 
kept intact only when it may be assumed that in the majority 
of cases the buyers who have been selected have paid their 
bills or are ready to pay them, at the appointed time. The 
credit transaction will then be completed, and the organization 
is ready for additional extension of credit to the same or 
other individuals in the regular run of business. However, 
there is generally a minority even among the selected buyers 
whose payments are not as prompt as they should be, and in 
consequence take the time and attention of the credit man. 
These cases call for that extra portion of knowledge of human 
nature and courage which can be used to train those selected 
buyers who have not quite come up to par, but who, neverthe- 
less, may become profitable customers of the house. 

That firm is most fortunate in which the credit manager 
is able to take these weaker customers and, through a spirit of 
helpfulness, train them in the way they should go to the mutual 
satisfaction of all concerned. 


The Credit Manager as a Service Salesman.—In all his 
ideals of training and in all his attempts to aid in the distribu- 
tion of business wisdom, the credit manager must not for a 
moment forget the principles of business upon which his 
house is organized. He must always remember that he is a 
credit man because his house sells goods, rather than that his 
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house sells goods because he is a credit man. He is there 
to sell his own house as well as to collect money and every 
collection must be carried on with the idea in mind that the 
customer is to complete the transaction with increasing en- 
thusiasm for the firm from which he buys. 

With so large a part of the sales in modern business enter- 
prises made on credit, the collection end of the work has 
become a leading essential in business, and is of no less im- 
portance than the work of making the sales. Unfortunately 
though, many business houses do not seem to realize the 
importance of good qualities in the collector; they very often 
look upon a collector, or a collection department, as a necessary 
expense or evil in business, instead of a vital money-producing 
factor. This attitude, when it exists in a business organization, 
will often interfere with the success of collections and collection 
departments, which will in turn constantly interfere with the 
selling end of the business. After all, it is largely the attitude 
of the collector that renders his work effective or ineffective. 
In other words, the spirit of the collector is of equal importance 
with the material machinery which he may control in making 
collections. If the collector’s mental attitude is not right, if 
he lacks inspiration, his work will reflect it and usually show 
corresponding results. 

Much stress is usually laid by sales managers upon inspir- 
ing salesmen, but the truth is that the skillful collector requires 
as much inspiration, as much encouragement and support, 
and as many good qualities as a good salesman. It may be safe 
to go a step farther and say that the skillful collector needs 
even more tact and good judgment than the salesman. The 
salesman is usually helped by the attractive or useful com- 
modity he shows, or by the demand existing with the prospect, 
but the collector has no such aids, The prospect with whom 
the salesman deals is in the mental attitude of one who is to 
receive something in materials or service, but the prospect 
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with whom the collector deals is always in the mental attitude 
of one who is parting with some of his possessions. There 
is a vastly great difference between talking a man into receiving 
something, and talking him into parting with something. 

Certain conditions and suggestions will produce certain 
effects on the mind of any individual and will almost invariably 
lead to the same results, modified by the restrictions of sur- 
rounding circumstances. Therefore, if it is known who a 
man is, what his circumstances are (what he has), and what 
kind of merchandise or service was sold to him by the house, 
the collector should be able to tell to some degree what the 
mental attitude of that man should be toward his bill. It is 
the task of the skillful collector to be sufficiently acquainted 
with the facts in the case to know what the mental attitude 
of the customer under normal conditions should be, and then 
know what steps to take which will cause that customer to 
part with his money, if possible, willingly. 


The Planned Appeal.—To deal with a man’s mental atti- 
tude one must first of all, to use a selling term, get a point of 
contact. This is needed to secure real attention. Then, if 
the power of habit is known and how to use that power, or 
how to appeal to a man’s reason, motives, instincts, emotions, 
pride, sense of honesty, etc., spontaneous, automatic response 
may usually be secured. Also, the power of suggestion that 
will set the subject's imagination to work should not be over- 
looked. And here the indirect or implied action is often more 
effective than the direct. For instance, a statement that certain 
actions on the part of the customer will compel the creditor 
to use other means to collect, will be found to have a far 
better effect on the customer (and in many cases secure the 
desired result) than when a direct statement is made that unless 
he does so and so the creditor will take certain steps. The 
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former phrase leaves a great deal to the customer’s imagina- 
tion, but the latter does not, and he will invariably resent the 
threat and prepare to defend himself as best he can. Of 
course, if he is scared at the threat he will pay, but very few 
are scared at such a threat when this stage of operations has 
been reached. 

The really good collector or correspondent should study 
his customer, and should know or try to learn something of 
his station in life, his business or occupation, his habits of 
living, buying, paying and thinking. To do this and at the 
same time handle a large volume of correspondence requires 
the smooth operation of an adequate system. 


Retaining the Good-Will of the Customer.—One main 
thought must be uppermost in the minds of the credit manager 
and the collector when an attempt is being made to collect the 
account and still retain the good-will of the customer. It is 
one of the greatest secrets to successful collecting. It is so 
simple that most collectors never even think about it, but 
mechanically continue their humdrum methods of annoying 
perfectly good customers to no constructive purpose; but more 
frequently destructive. In determining a man’s credit standing, | 
the problem is reduced to three general questions, always to 
be asked and answered. In collecting the problem is reduced 
to one general question. When an account is overdue and 
unpaid, the question should be asked “‘Why?” Then steps to 
find out ‘““Why”’ should be taken. And in finding out “Why,” 
a study should first be made of the account, the records of the 
transaction, the credit records of who the customer is, what 
he has and his previous reputation for paying obligations, and 
then the correspondent should draw upon his imagination, by 
putting himself in the customer’s place, and then acting accord- 
ingly. 
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Relation of Collection Policy to Financial Success.— 
Collecting the account at maturity and retaining the customer’s 
good-will is the goal after credit has been extended. The 
efforts of all other departments of a business organization are 
rendered useless and of no effect if the collection department 
fails to collect accounts. It is not enough to collect the accounts 
sometime; they must be collected with reasonable promptitude, 
if the working capital of a business is to function properly 
and profitably. 

The principal source for replenishing the bank balance 
of a business is the accounts receivable. If accounts are col- 
lected promptly the bank balance should, if a business is 
properly financed, be adequate to permit discounting bills, 
which frequently plays an important part in the profits. Capital 
tied up in overdue accounts means capitalizing the other fellow’s 
business to the amount of overdue accounts, and denying your 
own business the active use of just that much capital and profit- 
earning power. 

In order to keep informed as to the progress of collections 
it is very helpful for the collection manager, or the credit 
manager, to study some of the financial ratios in the computa- 
tion of which the accounts receivable have been included as one 
of the items. The ratios which may be useful in this connec- 
tion are as follows: 

Current Assets to Current Liabilities 

Receivables to Inventory 

Total Current Assets (proportion of total assets which are 
current) 

Sales to Receivables 


These ratios have all been discussed in the chapter on 
Financial Ratios so that it is not necessary to go into detail 
here regarding each one. 

It depends entirely upon the nature of the business as to 
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how the total assets are to be proportioned. If an adequate 
analysis has been made of the industry so that a norm has 
been determined for that industry it is very easy to see whether 
or not the total current assets ratio is rightly proportioned. 
If it is found that the proportion of fixed assets is excessive 
steps must be taken to reduce the amount of fixed assets. In 
other words, it may be found necessary to make some changes 
in the sales policy or in the collection policy in order to approxi- 
mate the norm which has been worked out. If no detailed 
study has been made of the industry the individual concern 
must make an approximation of the distribution of its assets 
which will be satisfactory to its particular requirements, and 
policies must be formed which will serve to keep the business 
within those limits. | 

Since the total current assets are to a large extent made up 
of accounts and notes receivable it is essential to know how 
this ratio fluctuates. If a fluctuation occurs it is very likely 
caused by some change in the accounts or notes receivable, and 
for that reason it is the duty of the credit department and the 
collection department to keep informed as to such changes. 

The sales to receivables ratio is the most important of all 
financial rélations in showing, first, the rapidity with which 
collections are made, and, second, the efficiency of the collection 
department in keeping the accounts receivable down to the 
limit which is determined by the sales policy of the house. It 
is necessary to know the terms of sale of a concern in order 
to ascertain what the amount of the receivables should be. 
If the terms of sale are “30 days” the amount of the receivables 
carried on the books at any one time, theoretically, should not 
exceed 30 days’ sales. The ratio may be expressed in one of 
two ways. It may be stated as a 1200% turnover of receiy- 
ables, or as 30 days’ sales. Expressing it in terms of days’ 
sales makes it easier to read and for collection purposes it 
should be so stated. Chapter XIII shows how such ratios may 
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be interpreted. A glance at these figures will show the collec- 
tion department whether or not the collections are keeping the 
receivables within the margin as laid down by the terms of sale. 

Every concern has a more or less clearly defined financial 
policy. If success is to be attained it is necessary that all other 
activities must conform to that policy. The terms of sale must 
be such that they will reflect it, and collections must be made 
accordingly. If the receivables are too high it means that 
the concern is financing its customers with its own funds. The 
principle is the same as if that amount of money were loaned 
directly to the customer, the only difference being that in the 
latter case interest would be received for the use of the funds, 
while usually in the other no interest is collected. For these 
reasons emphasis must be placed upon following up collections 
very closely so that the financial structure of the business will 
not be endangered. 
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CHAPTER XX 
COLLECTION PROCEDURE 


Organization of the Collection Department.—Before an 
efficient system of collections may be evolved, it is necessary 
to formulate a definite collection policy that may be stated 
briefly to the buyer as the “policies of the house” in order 
that there be no misunderstanding at the time of the initial 
sale. These policies must define the terms under which the 
sale is made, emphasizing the date upon which payment be- 
comes due; they must determine in general the bases upon 
which credit is granted, thus defining that house as liberal or 
exacting in its credit extension; they must define the limits 
beyond which an account becomes delinquent and open for 
collection follow-up. 

In the technical task of collecting accounts there are cer- 
tain fundamental principles which correct management dictates. 
First, the house should have a definite collection routine which 
it employs, with slight modifications, in each case of delin- 
quency. Reminders of indebtedness must be prompt and regu- 
lar. Some form of collection effort should be made at such 
intervals as the house policy has determined, thus establishing 
for the house the valuable habit of expecting payment within 
the stated interval, and leading the debtor to respect the habits 
of the house. Second, the plan should be so constructed as to 
enable the house to adjust that policy to the particular case in 
hand—it should be flexible. To make this adjustment, the col- 
lection manager should analyze the facts at hand and come to 
that decision which will be to the best interest of his house in 
each case. 

The systems employed in keeping informed as to the 
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progress of collections are various. One method is that of 
running through the ledger accounts at regular intervals. The 
frequency of this operation is usually determined by the nature 
of the business, the distance, and the policy of the house, 
ranging anywhere from five to thirty days. This plan has 
some advantages over other systems in that it prevents duplica- 
tion of records and enables the credit man and the collectors to 
be familiar with customers’ accounts at all times. Where a 
great number of accounts are handled, certain collectors are 
made responsible for a certain division of the ledger accounts. 
A drawback to this plan is sometimes experienced in the inter- 
ruption of bookkeeping work on the accounts, but this may 
usually be overcome by splitting up the ledger into the number 
of separate divisions necessary to accommodate the require- 
ments of both branches of the work. Another disadvantage is 
encountered when the credit manager attempts to do most of 
this work himself. He may find himself overburdened with a 
considerable amount of detail, which a clerk could easily be 
taught to do, while more important work is being neglected. 
This is a situation which must not be overlooked by the credit 
manager—or the collection manager, as the case may be. 
Another system of following up accounts which is exten- 
sively used is to have bookkeepers, or posting clerks, notify the 
collection department when accounts become due. Specially 
prepared forms are usually provided to meet the requirements. 
Still another system provides for separate records of ac- 
counts in the credit or collection department, in addition to 
the ledger record. This system overcomes most of the objec- 
tions to the first method and if handled by way of carbon 
copies of transactions, requiring no extra work, is about as 
thorough and inexpensive as any system that can be used. 
Whether the routine of collection is under the supervision 
of the credit manager or of a collection manager, departmental 
organization must be carefully systematized. If there is a 
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collection manager, he works in close cooperation with the 
credit department, ascertaining the facts upon which credit 
has been granted, and using these facts as his basis for col- 
lection follow-up. The first step in careful collection is to for- 
ward with the goods purchased a legible, accurate and concise 
invoice of the purchases. This invoice should state clearly the 
terms of the sale, any special discount terms, the date when 
payment for the articles becomes due, the trasportation charges 
and the route of shipment. Duplicates of these invoices should 
be filed so that they will come to the attention of the collection 
department approximately ten days before payment is due, 
ready for the issuance of a statement should payment not al- 
ready have been received. It is the general practice that an 
account becomes delinquent on date due, when a “past due” 
statement is issued, and then becomes subject to the routine of 
collection follow-up which lies in the hands of the collection 
manager. From this time the use of tickler files becomes in- 
valuable, serving as a means for filing information concerning 
the delinquent accounts at those dates when information from 
or answers to these delinquencies may be expected. In so filing 
it is most valuable that the geographical location of the debtor 
be considered, that enough time may be allowed for the de- 
livery of the letter and a return response. Neglect of this 
simple check often results in the debtor receiving dunning 
statements after he has forwarded a settlement of the account, 
a resultant ill-feeling on the part of the debtor and a possible 
loss of future orders and of his good-will toward that house. 

Depending upon the terms upon which goods are sold, a 
custom of monthly, semi-monthly or weekly statements will be 
developed. The policies of the house, expressed by the terms 
of sale, will be further emphasized by a series of three, four 
or more reminders which may be issued. It is the problem of 
the credit manager to fit the suggestion or demand for pay- 
ment to the individual account in such a way that points 
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emhasized may be carried out in mechanical applications of the 
collection process. 

The chapters on the organization of a credit department 
have indicated the type of information found in the customer’s 
file. This data is all available for examination by the credit 
or collection correspondent and a knowledge of it is essential 
to good letters and collection follow-up of any kind. All re- 
ports, letters, etc., have been flowing into the file ready for 
use. 


Steps in the Collection Process.—There are probably as 
many definitions of classes of credit risk as there are credit and 
collection managers. However, these variously defined classes 
are essentially the same—“‘the good pay,” “the slow pay” and 
“the bad credit risk.” The good pay customer is in the habit 
of discounting his bills or paying on the date of maturity. If 
he is unable to do this, he is willing to forward to the credit 
manager the exact reasons for his delinquencies and to make 
such special arrangements as seem mutually beneficial. The 
“slow pay” do not discount their bills, waiting for payment 
until reminders appear that the bill is past due. Slow pay is 
largely a matter of habit and lack of understanding of good 
business principles. One of the great tasks of the collection 
manager is to educate his buyers to the point of discounting 
their bills, convincing them of their financial gain in taking 
advantage of such discounts and of their raised credit stand- 
ing. Slowness of payment may often be due either to lack of 
sufficient funds, misfortune or an unforseen happening, or to 
a supposed dissatisfaction with the goods. These problems 
tax the ingenuity of the credit manager and his success may 
be, in part, measured by this ability to secure payment from 
these people and retain their good-will toward his house. 

When the account over-steps the bounds of slow pay and 
becomes a bad credit risk the ingenuity of the credit manager 


254 COMPLETING THE CREDIT TRANSACTION ete JOM 


is again tested. He should be able to detect and immediately 
take measures to protect his house from obvious efforts to 
defraud, issuing further orders, if feasible, on the C. B. D., 
C. O. D., or part payment basis. It is to be expected in all 
business organizations that a small percentage of credits will 
prove uncollectible, to be charged up to profit and loss, but 
these accounts do not always spring from the bad credit risk. 
Unforeseen business emergencies may render insolvent the 
good credit risk or make of the bad risk a customer who in the 
future discounts his bills. The subsequent attitude of these 
customers will be determined by their former dealings with the 
house and the credit manager must be on constant watch for 
such shiftings of credit values. . 

The time between sale of the goods and payment therefor 
may be divided into periods of more or less distinct character- 
istics. Where payment is prompt collection procedure is only a 
matter of presentation. The invoice and statement are sent 
and a check is received in return. If the bill is not paid, the 
next step is merely an application of the old principle of repeti- 
tion. This period of repetition may or may not be long. A 
part of this period may involve the use of rubber stamp warn- 
ing statements or stickers of one kind or another which call 
special attention to the fact that repetition has become 
necessary. 

After repetition fails the chief characteristic becomes that 
of explanation. The burden of proof is on the debtor to 
show cause why he should not be forced to pay and to reestab- 
lish himself in good credit standing by a complete presentation 
of all the facts in the case. During this time the credit man- 
ager is making one last appeal before pressure of one kind or 
another is to be used. 

The final period is that which follows this closing appeal. 
After the personal appeals showing an underlying under- 
standing of ability to deal with the human element in business 
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have failed, legal intervention must come. After the credit 
manager has appealed to those motives underlying business 
conduct which are universal in their application, 7.e., to good- 
will toward the house, to a sense of justice and fair play, to a 
sense of honor coupled witha sense of business obligation, to a 
sense of responsibility, then those sterner measures which in- 
volve the protection of the credit chain from breakage, and in 
some cases the rewelding of that chain after breaking, must be 
invoked to protect the business structure. 


Collection Correspondence.—When statements and re- 
minders fail to get a response from the customer letters or 
personal collectors are resorted to, distance and house policy 
again being determining factors as to which is to be used. In 
the case of letters, the good collector will classify his risk and 
proceed tactfully. 

In utilizing appeals as a basis for collection correspondence 
there must be a keynote of individuality. This individuality 
is a reflection of the policies of the house as well as of the 
human sympathy of the collection manager. The appeal, what- 
ever it may be, must create the impression of efficiency, of co- 
operation, and above all, of sincerity. Sincerity can only be 
achieved by viewing the debt from the debtor’s angle, by 
learning the facts of his financial position and of specific eco- 
nomic conditions that may have arisen to cause the present de- 
linquencies, and by then stating the terms of such cooperation 
as the house is able to offer in plain, effective English. 

Essentials of collection correspondence have been defined as 
clearness, conciseness, completeness, correctness and courtesy. 
Mr. Fred B. Atwood? perhaps states the situation more 
clearly when he urges the use of English, not hybrid “Law 
English” in which, if “A’’ wishes to deed “B” a piece of land 
it is necessary that “A” have given, granted, bargained, sold, 


1 Atwood, Fred B., “Write English, Not Hybrid Law English,’ Credit Monthly, 
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remised, released, conveyed and confirmed and by these pres- 
ents does grant, bargain, sell, remise, release, convey and con- 
firm—in other words, sells “B.”’ 

Circular or multigraphed collection letters or those on 
general forms are not the best means to collect accounts. They 
may have their place in some lines of business, but on the 
whole they do more harm than good, and are in the end more 
costly than a personal letter “that fits the case” in the first 
place, setting the customer straight as to terms and what is 
expected of him if he is to maintain his credit standing. With 
a letter of this kind, the following card, furnished by the 
National Association of Credit Men, can be profitably used: 


Dip You Ever Stop to THINK 


How seriously indifference, and neglect of the correspondence 
of your creditors, relating to overdue accounts, affects your 
credit standing? 

If you cannot remit when due, don’t let the creditor guess the 
reason. He is likely to make an unpleasant guess. Give him 
the reason straight, and thus encourage that frank relation- 
ship between business men that is worth dollars to each. 


PROMPTNESS IN CORRESPONDENCE IS ONE OF THE BEST OF 
CREDIT AND BusINEss BUILDERS. 


NATIONAL ASSOCIATION OF CREDIT MEN 
Forty-one Park Row New York City 


Emphasis should be placed on the last preceding remarks, 
by stating that it is poor policy to use “trick” correspondence 
or “smart”? methods in collecting. Those methods may be all 
right for small concerns that are here today and gone to- 
morrow, but for a house of good reputation and dignity, hav- 
ing a dependable line of merchandise or service for sale, it is 
not conducive to building for permanent and cordial relations 
with the trade. Furthermore, the effectiveness of “trick” 
methods is lost as soon as the novelty is gone. Sane, personal, 
“fit the case”’ collecting will be found to be cheaper and better 
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in the long run, and the use of such methods is here advocated. 
If generally practiced it will help overcome some of the evils 
of slow accounts in business and tend to put business on a 
better basis. 

Collection by personal correspondence is acknowledged to 
be the most efficient means of reducing outstanding accounts, 
allowing as it does the use of form paragraphs (which may be 
made to “‘fit the case’), allowing also the fitting of letters to 
the creditor that show terms in “black and white,” and also 
affording access at any time to complete information concern- 
ing individual transactions. The basic principles underlying 
good collection correspondence are the same as those under- 
lying good persuasive intention at any time or for any purpose. 
Professor James has emphasized the idea in the expression, 
“What holds attention determines action.”’ Good collection 
letters will hold attention as against other letters arriving on 
the desk for attention at the same time. Action cannot take 
place except after at least a short period of deliberation. If in 
that period of deliberation the letter of the credit manager 
can awaken desire for the end sought and can be translated 
into effective action, it has been a good letter. 

Various motives” cause men to pay their bills and the 
well selected appeal stands a good chance to succeed. Though 
it is sometimes necessary to appeal to particularly selfish 
motives for immediate action, it is always more effective to 
join some higher motive with the more selfish one as some like 
to be able to say that their motives are of the best. This 
also suggests the idea that the wise letter writer will not always, 
perhaps not often, mention any motives by name, for the man 
himself will identify the motive connected with the particu- 
lar act. 

The various motives which beget action must be stirred. 


2Note: For examples of particular kinds of letters in the field of credit and 
een correspondence, the student is referred to books mentioned at the end of this 


chapter. 
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In effect the idea is best conveyed by the word “challenge.” 
The idea of a man’s attitude toward fair play must be chal- 
lenged. The credit manager must lay claim to fair play as a 
consideration of their credit relationships. Few men refuse to 
yield to the motive of fair play. 

Another motive which may be challenged is that of re- 
sponsibility. No man likes to feel that his business practices 
are interfering with his community, his trade association or 
the standing of his club. Most men like responsibility and if 
identification of the payment of a particular account with a 
sense of responsibility can be brought about, payment often 
takes place. 

The desire for approval and admiration may also be chal- 
lenged. A reputation for prompt payment unsullied through 
the years can often be made a basis for collection. The general 
publicity arising out of trade reports has done much to make 
this challenge effective. This is a challenge which often sug- 
gests an opportunity to “stand well” in the opinion of others 
and often times induces extraordinary efforts to meet pressing 
obligations. 

The desire to surpass others furnishes another opportunity 
for a challenge. Men strive for relative position. They can 
be persuaded to pay because of a comparison with others. 
Letters which inspire rivalry in credit habits contribute not 
only to the individual firm treasury, but strengthen also the 
economic fabric of the community and nation. 

One other characteristic of good letters must be men- 
tioned. They must be written so as to stir the imagination of 
the reader to see himself fair, to see himself assuming responsi- 
bility, or to see himself a leader in good credit practice. Word 
pictures must suggest possible realities. Action will come 
largely in proportion to the success gained in stirring the 
imagination. 

Opportunities for increasing sales through credit corre- 
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spondence are second only to opportunities offered by regular 
sales promotion letters. The personal friendliness and sym- 
pathy of the collection letter, the same motives that make men 
buy, will bring a large percentage of debtors to a realization 
of the necessity of paying and a little more of the same elements 
will produce additional sales after payment is made. Drastic 
measures should never be used at the expense of the customer’s 
good-will. Let the debtor know that a personal interest at- 
taches to him, a real personal interest that is not measured 
wholly by orders and his dollars. 


Getting the Money from the “Hard” Customer.—When 
normal methods of collection appeal have failed to bring re- 
sponse from the debtor, the collection manager realizes that he 
is dealing with the “hard” customer; that he must use all possi- 
ble human, personal and direct efforts to re-sell his debtor a 
sense of obligation; that he must make sure that his case is 
complete before going on record as favoring more strenuous 
collection procedure. 

When the debtor insists upon classifying himself as good 
but very slow pay, the creditor has recourse to various methods 
of securing collection. If it is possible to telephone, a verbal 
message may prove much more forceful than an influx of 
written ones. The telegram has been used with a great deal of 
success since such a message suggests urgency and gives a cer- 
tain measure of publicity to the fact that a bill is past due. 
Registered letters stamped to be delivered only to the addressee 
with a return receipt requested serve as a check upon the 
accuracy of the mailing address of the debtor, thus assuring 
the company that former communications have been received 
and neglected or ignored. Some establishments find the for- 
warding of a letter under the signature of the company’s 
general manager effective after two or three letters have failed 
to bring response. Others make use of a house collection 


260 COMPLETING THE CREDIT TRANSACTION [Pt. IV 


agency, issuing requests on the stationery of their agency, 
and thus placing a more formal and serious aspect upon the 
indebtedness. Or, it is sometimes possible to secure collection 
through the assistance of the well-trained salesman who is in 
the territory and can talk over the indebtedness personally with 
the creditor. This method imposes great confidence in the 
ability of the salesman to understand house collection policies, 
to study and see clearly the situation of the debtor and to 
handle the situation tactfully. 

The credit manager often finds in his possession defective 
remittances sent through clerical error or, perhaps more often, 
intentionally made to stop the recurrence of dunning literature 
or threatened legal procedure and give the debtor those few 
days of added grace in which to secure the necessary finances 
and clear the account. The handling of such remittances will 
depend, of course, upon the type of defect and the credit stand- 
ing of the account. The collection manager, however, has 
various methods at his command for correcting the error with- 
out returning the check to the debtor—a lengthy and some- 
times unwise procedure. When the amount in figures does not 
correspond to the amount in writing, on the back of the re- 
mittance over the signature of the crediting house is written 
“amount guaranteed,” mentioning the correct amount. This 
is then attached to the letter and deposited. In cases where the 
check is not inclosed with the letter, a draft is made for the 
amount specified, deposited with the letter and the debtor 
notified why the draft has been made. When a check is not 
signed, over the house indorsement is written “within amount 
guaranteed,’ and the check is attached to the letter and de- 
posited. When checks or drafts to the remitter’s order are not 
indorsed, the letter should be examined carefully, the indorse- 
ment supplied by the collecting house agent and the check de- 
posited; the letter to be retained as authority of the house 
to supply the indorsement. 
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Getting the money from the “hard” customer is often an 
arduous task. Of initial importance is the securing of the 
present address of the debtor that the creditor may be assured 
that he has received former communications and is deliber- 
ately avoiding inquiry response. Such debtors may be traced 
in various ways. The salesman in the field may prove an in- 
valuable aid in securing the address from neighbors, banks or 
local business concerns. The Post Office may serve as an ef- 
fective means for tracing. While it is illegal for the post- 
master to give the change of address of any party, yet, if the 
collection manager’s mailing list for a given city is sent to 
him for the purpose of correcting addresses, he is permitted 
for a fee of 40 cents an hour for clerical labor involved, to 
correct such a list. Under a postal regulation, Section 551 and 
560, Postal Laws and Regulations of 1893, the creditor may 
provide himself with a rubber stamp to be used on the face of 
the envelope containing the message to his debtor, which reads. 


POSTMASTER 


See Sections 551 and 560, P. L. and R. 1893. 
Give reasons returned. Check one of the following reasons: 
Refused 
Unclaimed 
Can not be found 
Present address unknown 
Removed to 


Probably the best means of country-wide tracing of debtors 
is afforded through the National Association of Credit Men. 
The Association’s monthly “Bulletin” lists names and particu- 
lars concerning persons wanted. Circulating as the “Bulletin” 
does among thousands of credit men all over the country, it is 
possible for the creditor in one section of the continent not 
only to secure information regarding delinquents who have 
“skipped” but at the same time to warn others against the 
possibility of themselves becoming involved in the same way. 
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When a delinquent refuses to answer but is known to be 
in the same location and the addresses of business or personal 
friends can be secured, it is sometimes very helpful to intimate 
to him that if no response is received to its letters, the house 
will write to one or more of these persons, merely, of course, 
to secure information of the debtor’s whereabouts. This may 
bring a certain amount of pressure to bear upon the debtor 
which will lead to the payment of an account. 

Certain facts are now known concerning the debtor—he 
can be reached at the address to which one or more com- 
munications have been sent, and he has persistently ignored the 
requests for settlement of the account and furnished no ade- 
quate reason for non-payment. At this stage it has become the 
custom to send a draft to the bank of the debtor, enclosing a 
fee for its collection and requesting its return with reasons for 
its refusal, if uncollected. Notification should be sent to the 
debtor that a draft will go forward through his bank. The 
notification should be brief and to the point, as for example : 


Since we have not heard from you in response to our letters of 
June 10 and 20 concerning the amount of $35 due on May 1, we 


shall draw on you July 5 through the First National Bank of 
Morristown. 


Please arrange to take care of this upon presentation. 


This may be a more or less severe means of securing pay- 
ment, depending upon the custom of payment in the particular 
line of business. If the customer is in the habit of paying 
for goods in this manner, the draft becomes only a regular, 
impersonal method of collection. If, however, a draft is 
seldom used, it appears drastic and in some cases may be in- 
terpreted as an unfriendly step and thus have an undesirable 
effect on the collecting house. The fact that a draft is pre- 
sented on the bank of the debtor has a strong psychological 
effect in that the customer is generally desirous of keeping on 
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the best of terms with his own bank and does not wish to be 
known as a man who has neglected to pay his bills at the proper 
time. Individual circumstances will, of course, determine 
whether or not the refusal to pay a draft is as serious as first 
indicated. A debtor may return it unpaid because of temporary 
lack of funds, or a debtor resentful of the sending of the draft 
might pay no attention to it, and others who might consider 
the draft a suggestion that their credit was weak would re- 
taliate by making the payment in some other way. 

When it is to be assumed that the debtor has resisted all 
reasonable efforts to bring about the settlement of the account 
through an explanation of the unusual circumstances which 
may have delayed payment, no choice remains but to enter the 
final stage of collection procedure. Even here the collection 
manager’s purpose is to get at the underlying causes of non- 
payment, and in so doing to force the delinquent into the posi- 
tion where he must pay or explain, if he would avoid the in- 
convenience and the expenditure of time and money which he 
knows will surely follow legal action. 

Appeals to the fear of consequences from continued neg- 
lect are conveyed in the form of veiled or open threats. How- 
ever, they must be used with greatest caution or they may 
defeat their own ends and involve those who use them in most 
unpleasant consequences. A common form of conveying a 
collection threat is that which explains that as a member of a 
trade or credit association, the creditor is required to report all 
slow and delinquent accounts in order that others of the asso- 
ciation may not suffer loss through credit granted to the same 
habitual delinquents. Such a threat is well within the collec- 
tor’s rights because that is the common practice among co- 
operative associations offering legitimate protection. 

After having threatened legal action, it behooves the col- ’ 
lection man to prepare himself to carry out this threat. There 
is a distinct advantage in retaining control of such claims so 
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long as there is the least chance of last minute payment. It 
is quite customary, on this account, to threaten quick action by 
a collection agency or attorney, but instead of actually referring 
the claim at once to an outside collection agency, to install for 
the immediate purpose an agency of the creditor’s own, whose 
office is in the company’s collection department. Suitable 
letter-heads and stationery are prepared and a brief, new series 
of letters is written with care to make them different in phras- 
ing and appearance from the house letters that the debtor has 
been accustomed to receive. The following is quoted from such 
a letter of a house agency to show how the letter-heads may 
serve to throw disquiet into the heart of a delinquent. This 
was printed across the bottom of the sheet: 


Confidential reports of all bills handed us for collection, giving 
the names and addresses in full, to protect merchants from giving 
credit to irresponsible parties who are making no effort to pay 
their honest debts, are furnished by us daily to merchants and pro- 
fessional men—City and County. 


The advantage of the house agency lies in the fact that a 
certain percentage of tnese “‘last resort’? accounts will be 
brought to time by the business-like display of the intention to 
use force. This means a saving in time and collection fees to 
the house. A still greater advantage lies in the fact that such 
cases, if once rescued, may by careful handling be revived 
and even entirely redeemed and reinstated to good standing. 

From this stage, collection procedure varies with the case 
in hand. The house attorney may handle the case, sending 
a “final notice before suit,” and thus marking the limit to the 
debtor’s chance to avoid legal action. To facilitate conditions 
it may be advisable to secure the aid of a collection attorney 
in the debtor’s locality, thus giving an element of local pub- 
licity to the debt. The fees for such collections and the 
efficiency with which they are made are largely dependent 
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upon the discretion of the attorney and the amount of business 
which he has at hand. The merchant’s credit associations and 
commercial collection agencies may prove of great value in 
that the debtor realizes that he is now dealing with an organized 
agency impersonal in its attitude and organized for the sole 
purpose of securing the payment of delinquent accounts. 

Drafts, as mentioned previously, sometimes make an ef- 
fective method of collecting. Some collectors resort to drafts 
as soon as an account is a little overdue and unpaid, while other 
houses use the draft only as a last resort before enlisting the 
services of attorneys. Drafts may be sent to the seller’s own 
bank to be forwarded to its corresponding bank in the 
customer’s locality, or the seller may forward the draft directly 
to a bank in the buyer’s vicinity. Where the latter method is 
used (especially with banks in small towns) it is well for the 
seller to forward with the draft a small fee of 25¢ for pre- 
senting the draft. Ifa house is a large depositor at a bank that 
bank will usually render this service free of charge. When a 
draft is made on a customer it is customary at the same time, 
or preferably a day in advance to inform the customer by 
letter that a draft is being drawn on the account, asking him 
to be prepared to pay it on presentation. If he fails to do this 
and gives no satisfactory explanation for his refusal to pay 
the draft, it usually indicates that more drastic steps are neces- 
sary to effect collection, and no time should then be lost in so 
doing. Much of course depends upon the conditions of the 
case. 

When the claim is placed in the hands of an attorney or 
agency, it is most essential that a full and accurate statement of 
the facts in the case should be given. The collector should 
know whether the debtor obtained the goods through fraud, 
whether there is reason to believe that it was never intended 
that the bill should be paid, whether a written statement of as- 
sets and liabilities has, upon investigation, proved to be false, 
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and just what steps have been taken up to the present time to 
secure the payment of the account. It is a wise policy to leave 
this responsibility with the collector and not to consume time 
with requests for reports on collection progress. 

Collection attorneys usually furnish a special form of draft, 
similar to the following: 


STATEMENT Joun DoE 





Attorney and Counselor at Law No....... 
Security Building, Chicago, III. 


Invoice 





A copy of this draft is being mailed to 
the local bank in your town with in- 
structions unless paid to be turned over 
to a local attorney for collection. 


(To be written in red ink.) 
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Pay to the order of JoHN Dor, Attorney 


Notice.—In case of error in the 
account for which this draft is 
drawn as per above statement, 
please honor draft and advise us 
on the discrepancy and it will 
be promptly adjusted. 


for collection. 


Dollars 
(with 


value received and charge the 
Exchange) same to the account of 


If payment is made on this form usually only I per cent 
collection fee is charged, but if payment is not made, the 
courtesy of his service entitles him to proceed with collection of 
the claim in the regular way. For this reason attorney’s draft 
forms should never be used unless you wish the attorney to 
handle your claim from that point. 

Observe that space is left for the itemization of the ac- 
count on the draft. This usually (especially on long overdue 
accounts) hurts the pride of the customer, and in many cases 
he forthwith pays the draft and closes the account. 
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Personal calls are often effective, but usually expensive. 
The size of the account, the distance, etc., determine the ad- 
visability of using personal collectors. Salesmen, also, are fre- 
quently able “on their next round” to collect stubborn accounts, 
when it is not against the policy of the house to have solicitors 
or salesmen do the collecting. When they are permitted to do 
so, they are usually bonded. 

Frequently a registered or special delivery letter serving 
final notice for payment upon the customer secures payment. 

When all other usual methods have failed to secure pay- 
ment of an account, except in cases justifying adjustments, ex- 
tensions, etc., recourse to attorneys and legal proceedings is 
necessary. However, the average lawyer is not a good business 
man and once a claim is turned over to an attorney the 
customer is usually lost. Attorneys have a very distinct place 
in handling troublesome accounts for a collection department 
but great care should be exercised to secure the services of only 
reputable ones. Frequently collection departments handling a 
large volume of business have their own legal departments. 

Many credit departments use one or two good attorneys 
in the collection of their bad accounts to whom they turn over 
all claims which are sent by them to corresponding attorneys in 
the localities where debtors are located. On account of the 
number of claims an attorney can thus forward local attorneys 
the fees are divided, costing the seller no more for the collection 
of an account, and at the same time relieving him of the 
necessity of “following up” the attorney located at a distant 
point. This also assures the seller of securing the services of 
the attorney best able to give him service 

There are many collection agencies in business—some 
good, some bad. A collection department should use great 
care in selecting an agency, if it desires to enlist such services; 
frequently it is more of a problem to secure money from 
some agencies than to get it from the debtor in the first place. 
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Particular care should be used in selecting agencies that agree 
to collect a certain amount on bad accounts in consideration of 
advance fees. 

The large and responsible agencies are perhaps better able 
to serve the average collection department than many of the 
attorneys. Some of these agencies publish lists of delinquent 
debtors for the use of their clients which often are of much 
value to credit departments. When debtors become aware of 
this fact they sometimes will pay when other arguments have 
failed to secure payment. R. G. Dun and Company, in addi- 
tion to other service provided for their subscribers, conduct a 
collection department. 

Justices of the peace, in small towns, often make very ef- 
fective collectors. The debtor is frequently personally known 
to such an official, and it hurts the debtor’s pride to have his 
debts placed in his neighbor’s hands for collection. 

In whichever way a “hard’’ account is handled, whether by 
the attorney within the collection department, the local attorney, 
the justice of the peace, the collection agency, or by any other 
method which may be used, one fundamental principle should 
be followed if it is at all possible. Success is measured by the 
ability to collect the account only if a certain number of the 
“hard” customers can be educated by the collection department 
to finally respect the general policies of the house. For that 
reason it is of the utmost importance to have the right kind 
of men making the collections and writing the collection letters. 
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CEA LER XX] 
TRADE ABUSES AND CREDIT ETHICS 


Bad Habits in Business.—It is quite customary among 
professional men to discuss what is often termed “unprofes- 
sional conduct” or “sharp practice.’’ With the tendency to 
develop a professional spirit among business men has also come 
a belief that “tricks of the trade” in business which are unfair 
and not in accordance with the Golden Rule of business should 
be noted and marked as “trade abuses.”’ The existence of such 
a sentiment should gradually develop a popular disapproval 
which, in the end, would tend to eliminate many of these trade 
abuses. 

In credit transactions there are many opportunities for such 
trade abuses. The credit contract has many possibilities for 
violation, most of which, though not serious in and of them- 
selves, are insidious attacks upon the integrity of business and 
demand a courageous attitude on the part of the intended vic- 
tims and competitors. Business organizations are fast realiz- 
ing the possibilities of creating a sentiment of business ethics, 
such as is expressed in the Credit Monthly of January, 1923: 


The Committee expresses a unanimous and firm belief that a 
stronger and more courageous attitude should be shown toward 
the violation of credit contracts that are commonly designated as 
trade abuses. It stands to reason that if this attitude were dis- 
played, trade abuses would be checked. 

The cancellation of orders given and received in good faith, 
the return of merchandise without justification or permission, the 
improper deduction of discount, the making of unjust claims and 
failure to meet terms of sale are very expensive, are very costly 
when properly analyzed, and, on the whole, cause severe losses 
to creditors and debtors. This loss is material and moral, 
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We appeal as a Committee for a wise appraisal of the real 
effect of trade abuses and for a better understanding with all 
parties to trade agreements, that contracts entered into must be 
carried out, else losses will happen and strains be placed un- 
necessarily on the commercial relation of people with one another. 
There must enter into the situation a sense of human justice and 
commercial honor. The creditor must insist and be satisfied with 
nothing less than the proper treatment of contracts. The debtor 
must be satisfied with nothing less than to execute his contract 
properly. 


Taking of Unearned Discount.—The term “cash discount” 
should better be designated as “cash premium,” for that is in 
reality what the 1 or 2% off for ten-day payment is. The 
new term would help in overcoming some of the confusions 
and evils that make the cash discount one of the annoying 
questions in the credit department. The origin of the diffi- 
culty with the cash discount is that the taking of the premium 
is left to the honor and good faith of the buyer, who does not 
want to miss the chance to make an important additional profit. 
The result is that if the moneys are not available or banking 
facilities are insufficient to permit the sending of a check within 
the specified time, the buyer feels that he must take the pre- 
mium nevertheless and has been allowed to get the notion that 
these extra days will make no material difference. 

Very few credit men have escaped experience with the 
taking of discounts after the time set, even though a few days 
of grace may customarily be given. The amount of the dis- 
count and the terms upon which it is granted are definite parts 
of the sales contract and really represent one element in the 
consideration of such a contract. It is hard, however, to im- 
press the person accustomed to take advantage of this discount 
period with the idea that it is the same as a remittance of $2.40 
a dozen for a particular variety of canned goods when the origi- 
nal contract called for the price of $2.45 per dozen, 
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When a group of wholesale firms was questioned in connec- 
tion with this practice of taking unearned discounts the fact 
was revealed that 112 never allowed cash discounts after due 
date; 56 admitted that they allowed it; and 79 indicated that 
they did it “in some cases,” or ‘‘sometimes,” or “fon exceptions.” 

As to the service which the cash discount performs in 
dividing buyers into two general classes, there is little room 
for argument. The rate is generally higher than the current 
rate of interest and so every buyer who can possibly do so will 
‘take his discounts, either with the fund which he has available, 
or with funds which he can make available through the use of 
his bank. This is a definite way of dividing the superior credit 
risks from those not so good, and, as such, has served as a 
means of judging credit standing by large numbers of credit 
men. Inasmuch as this tends to drive the buyers to the bank 
for more funds, the bank is called upon to measure the credit 
of the buyer. The mercantile firm which gives a discount finds 
itself borrowing from the bank in order to carry the weaker 
accounts, thus in effect assuming the liability for its own bor- 
rowing in relation to the poor credit risk, while with the dis- 
counting customer he assumes no liability at all. 


Interest on Overdue Accounts.—Many creditors take 
more time for payment than the terms of the contract allow. 
When they do, they are, in fact, using borrowed capital, capital 
which belongs to the seller for the purpose of financing his 
own individual business. If much of this is done the effect 
on the working capital of the seller is hazardous, and, to meet 
the situation, many firms charge interest on past due accounts. 
As not all houses do this it is necessary for those who have 
adopted such a policy to carry a notice on all orders, invoices 
and statements that this rule is to be enforced. The very fact 
that a statement carries such information is, however, not an 
unmixed evil in that some firms noticing this amount and inter- 
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est rate might decide that such a loan would be advantageous 
at such a rate of interest. They would then accept the inter- 
est charge without qualification and continue an undue credit 
extension policy indefinitely, in many cases approaching a dan- 
gerous conclusion. 

There is, of course, no question as to the legality of this 
interest charge. The house which grants an extension of credit 
beyond the regular terms is entitled to this amount. One 
writer puts it as follows: 


If $500,000 worth of accounts discount at 1% in 10 days, the 
deduction would be $5,000. If $500,000 of the accounts are car- 
ried 20 days beyond the net period of terms, the cost rightly should 
be computed at 1% for each 10 days’ excess time, or it is costing 
$10,000 a month to carry overdue accounts, were there no re- 
deeming features to that account. It is, of course, illegal to charge 
interest at the same rate as the rate of discount shown, but if it 
is worth $5,000 a month to a business to get $500,000 back into 
the bank account, is it not a fair premise that the customer should 
always be charged legal rate of interest for excess time taken 
if he becomes an habitual offender ? 


Claims for Shortage.—Claims for shortage in shipments 
are sometimes just claims, but inasmuch as such shortage would 
serve as a convenient loophole by which the buyer could con- 
sider his contract broken or place a claim for goods already 
received, the responsible houses at present make it a practice 
to have every shipment checked so that they are able to submit 
an affidavit of the contents. With every invoice is sent a copy 
of the shipping list which has been checked with the mer- 
chandise consigned to the carrier by at least two persons. If 
a claim for shortage is presented, the buyer must then submit 
a similar affidavit of shortage and these two are then presented 
to the carrier as proof that the goods have been lost in transit. 
Such careful checking of merchandise has greatly reduced the 
number of unjust claims, and by leading to more careful check- 
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ing of goods in transit, has reduced the number of damage 
claims. 

Should a shortage occur, it is the custom of the seller to 
handle shortage claims with the carrier even though, if the 
merchandise is sent “freight prepaid,’ his responsibility ceases 
upon the delivery of the goods to the carrier. The handling 
of these claims is an excellent means of rendering valuable serv- 
ice to the customer and of increasing his goodwill toward the 
house. 


Cancellation of Orders.—The cancellation of orders is a 
trade abuse which generally represents the violation of contract’ 
and as such should not be tolerated, though often it is tolerated. 
The New York Chamber of Commerce, commenting on the way 
of cancellations, states that it has found through investigations 
covering the United States in various lines of business that can- 
cellation evils have become a highly menacing fact in commerce. 
As a remedial measure they urge that contracts should include 
a frank cancellation clause. Their resolutions’are of interest 
as an indication of the new business attitude toward the can- 
cellation of contracts: 


That the Chamber of Commerce of the State of New York dep- 
recates the present tendency among many buyers of goods to 
cancel their orders or repudiate their contracts; 

That an effort should be made on the part of the business com- 
munity to incorporate into written contracts a frank stipulation 
respecting cancellations, in order that business may be established 
on a clear and definite contractual basis, and that the possibilities 
of misunderstanding and disagreement may be lessened and an 
element of dangerous uncertainty be removed; and 

That the Chamber of Commerce urges upon the business and 
banking communities that buyers who disregard their written 
agreements shall be considered as being lacking in business 
morality and as undeserving of confidence; and that business and 
banking leave no doubt that attempts wilfully to violate contracts 
shall be frowned upon as violating the code of business ethics on 
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which rests the entire structure of American industry, commerce 
and trade. 


When the buyer was prevented by one method from avoid- 
ing the acceptance of goods on which there had been a decline 
in price between the time of placing the order and the delivery 
date, he discovered a new method which is causing its share 
of difficulty to the credit men. About the time a bill comes 
due, a complaint is entered about part of the merchandise and 
that part shipped back to the seller. Having got the undesired 
merchandise back to its source, he forwards a check for the 
difference between the merchandise kept and that returned, 
marking the check “In full of account.” If the seller accepts 
and deposits this check he has no further recourse, for he has 
virtually admitted that there has been dispute as to the amount 
of the claim and has accepted payment “in full of account.” 
Checks with such notations should not be accepted if there is 
any complication arising from disputes as to any portion of the 
outstanding account or any part of the merchandise covered 
by outstanding accounts. 

In the Credit Men’s Platform, adopted at the Twenty-Sev- 
enth annual convention of the National Association of Credit 
Men, the following sentiment on contract observance was 
expressed : 


CoNTRACT OBSERVANCE: Building up the backbone of the 
credit profession must be a part of the platform. Contract ob- 
servance should be the slogan of the credit department, to be 
observed by its own enterprise and by customers. We can drift 
into immoralities by glossing over the violations of contracts. 
The word of an American business man should be as firm as 
Gibraltar’s rock. It is a part of the credit task to insist upon 
contract observance even though the immediate reaction in many 
instances might be unpleasant and some accounts may have to be 


lost. It is better to lose many accounts than to violate or permit 
the violation of contracts. 
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Defective Remittances.—Defective remittances constitute 
a further trade abuse and source of worry to the collection man- 
ager. Checks are received unsigned, with discrepancies be- 
tween the amount specified in writing and the amount in figures, 
or the check may be returned marked “Not sufficient funds.” 
In the case of the unsigned check it may be deposited with the 
understanding that indorsement is to be secured by the bank 
on which the check is drawn; or it may be deposited with a 
sight draft attached. Discrepancies in amount specified in 
writing and in figures may be corrected by indorsing the check 
“Amount guaranteed.” The “Not sufficient funds” problem is 
usually solved by leaving the check with the bank on which it 
is drawn with the understanding that as soon as sufficient funds 
are deposited to cover the check the bank will certify it and 
return it to the holder. Many credit men notify the customer 
and redeposit the check; some take drastic steps “giving 48 
hours to cover’’; some put the account on a C. O. D. or cash 
basis immediately on a second offense. 

Among other trade abuses is the refusal to pay for goods 
until their arrival. If the terms of contract offer a cash dis- 
count and the goods have not been received when payment be- 
comes due, many buyers, to take advantage of the discount, 
ignore the discount limits and remit less the discount when 
the goods have been received and the order verified. A trade 
abuse that is essentially the same is that of antedating the 
check to the date when discount payment is due and holding 
the check until such time as the order has been received. Such 
conduct implies lack of confidence in the house with which the 
buyer is dealing, is a direct withholding of payment, and, as 
such, is a violation of the terms of contract. 


Divulging Sources of Information.—Ethical standards of 
credit men demand that they never violate a confidence in 
regard to the source of the information which they have re- 
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ceived concerning an applicant for credit. Such information 
is generally given in absolute confidence for use in the grant- 
ing of credit extension. Very few credit men ever violate 
this principle of business ethics. It is especially important that 
care be taken to prevent the use by sales departments of credit 
information. The credit manager ought to be able to main- 
tain his position in a credit risk without giving all the sources 
of his information. 


Ethical Standards.—Ethical considerations deal not only 
with business transactions, but also with the human element 
in these transactions. The National Association of Credit 
Men has attempted to set up in brief form the ethical stand- 
ards which it would like to have all its members follow in the 
transaction of business: 


CANONS OF COMMERCIAL Etuics ADOPTED BY THE NATIONAL 
ASSOCIATION OF CREDIT MEN 


I. It is improper for a business man to participate with a lawyer in 
the doing of an act that would be improper and unprofessional for the 
lawyer to do. 

II. It undermines the integrity of business for business men to 
support lawyers who indulge in unprofessional practices. The lawyer 
who will do wrong things for ONE business man injures ALL business 
men. He not only injures his profession, but he is a menace to the 
business community. 

III. To punish and expose the guilty is one thing; to help the un- 
fortunate but innocent debtor to rise is another; but both duties are 
equally important, for both duties make for a higher moral standard 
of action on the part of business men. 

IV. In times of trouble the unfortunate business man has the right 
to appeal to his fellow business men for advice and assistance. Selfish 
interests must be subordinated in such a case, and all must cooperate 
to help. Ifthe debtor’s assets are to be administered, all creditors must 
join in cooperating. To fail in such a case is to fall below the best 
standards of commercial and association ethics. 

V. The pledged word upon which another relies is sacred among 
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business gentlemen. The order for a bill of goods upon which the seller 
relies is the pledged word of a business man. No gentleman in busi- 
ness without a reason that should be satisfactory to the seller, may 
cancel an order. He would not ask to be relieved of his obligation 
upon a note or check, and his contract of purchase and sale should be 
equally binding. The technical defense that he has not bound him- 
self in writing may avail him in the courts of law but not of business 
ethics. 

VI. Terms of sale as a part of a contract touching both net and 
discount maturity, are for buyer and seller alike binding and mutual, 
unless modified by previous or concurrent mutual agreement. 

No business gentleman may, in the performance of his contracts, 
seek small or petty advantage, or throw the burden of a mistake in 
judgment upon another, but must keep his word as good as his bond, 
and when entering into a contract of sale faithfully observe the terms, 
and thus redeem the assumed promise. 

VII. It is always improper for one occupying a fiduciary position 
to make a secret personal profit therefrom. A member of a creditors’ 
committee, for example, may not, without freely disclosing the fact, 
receive any compensation for his services, for such practices lead to 
secret performances and tend to destroy the confidence of business 
men in each other. “No man can serve two masters.” 

VIII. The stability of commerce and credits rests upon honorable 
methods and practices of business men in their relations with one 
another, and it is improper for one creditor to obtain or seek to obtain 
a preference over other creditors of equal standing from the estate of 
an insolvent debtor, for in so doing they take, or endeavor to take, more 
than their just proportion of the estate and therefore what properly 
belongs to others. 

IX. Cooperation is unity of action, though not necessarily unity 
of thought. When the administration of an insolvent estate is under- 
taken by the creditors through friendly instrumentalities, or when after 
critical investigation creditors representing a large majority of the 
indebtedness advise the acceptance of a composition as representing a 
fair and just distribution of a debtor’s assets, it is uncooperative and 
commercially unethical for a creditor to refuse the friendly instrument 
or the composition arbitrarily and force thereby a form of administra- 
tion that will be prejudicial and expensive to the interests of everyone 
concerned. 

X. Our credit system is founded on principles, the underlying 
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elements of which are cooperative and reciprocity in interchange. 
When ledger and credit information is sought and given in a spirit 
inspiring mutual confidence, a potent factor for safety in credit grant- 
ing has been set at work. 

The interchange of ledger and credit information cannot fulfill its 
best and most important purposes unless guarded with an equal sense 
of fairness and honesty by both the credit department that asks for the 
information and the credit department that furnishes it. 

Recognizing that the conferring of a benefit creates an obligation, 
reciprocity in the inter-change of credit information is an indispensable 
foundation principle; and a credit department seeking information 
should reciprocate with a statement of its own experience in the ex- 
pectation of getting the information sought; and a credit department 
of which information is sought should respond fairly and accurately 
because the fundamentals of credit inter-change have been observed 
in the manner the request was made of it. 

Failure to observe and defend this principle would tend to defeat 
the binding together of credit granters for skillful work—a vital prin- 
ciple of the credit system—and make the offending department guilty 
of an unfair and unethical act. 

XI. The foundation principle of our credit structure—co-operation 
—should dominate and control whenever the financial affairs of a 
debtor become insolvent or involved, that equality thereby may be 
assured to the creditors themselves and justice to the debtor. 

The control of any lesser principle produces waste, diffusion of 
effort and a sacrifice of interest, material and moral, with a separation 
of creditor and debtor that is offensive to the best laws of credit pro- 
cedure. 

Cooperation and unity save, construct and prevent; therefore, in- 
dividual action pursued regardless of other interests in such situations, 
whether secretly or openly expressed by either creditor or debtor, is 
unwise and unethical. 

XII. The healthy expansion of commerce and credits, with due 
regard to the preservation of their stability and healthfulness, de- 
mands an exact honesty in all of the methods and practices upon which 
they are founded. Advertising is an important feature in business 
building ; it should represent and never misrepresent; it should win re- 
liance and never deceit; it should be the true expression of the com- 
modity or the service offered. It must be deemed, therefore, highly 
improper and unethical for advertisements to be so phrased or ex- 
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pressed as not to present real facts, and either directly or by implica- 
tion to mislead or deceive. In this department the finest sense of 
honesty and fairness must be preserved, and the right relations of men 
with one another in commerce and credits clearly preserved. 

XIII. Permanent success cannot be divorced from character. 

Character is indestructible as a granite boulder against which waves 
of circumstances beat in vain. 

Character does not cringe or falter before difficulties. 

Character cannot withhold that which belongs to others, though 
secretiveness may not be difficult. 

Character is the guarantee of justice and fairness in all personal 
relations. 

Therefore, the debtor who does not redeem his credit to the point 
of exhaustion, who when embarrassed or insolvent does not give to 
his creditors all that is theirs, who retains for himself something which 
is not his, is unethical, and deficient in character, the most important 
element of the credit relationship. 

XIV. The use of credit in the processes of exchange demands ut- 
most frankness of him who promises future value for present value 
received. Our whole credit structure rests upon confidence on the 
part of the creditor and good faith on the part of the debtor. This 
delicate structure is seriously injured if the debtor disposes of the value 
received or their equivalent out of the ordinary and well-established 
courses of business without some form of notice to those who have 
extended him credit. 

The sale, assignment or transfer of open accounts receivable with- 
out some form of publicity readily accessible to those who hold the 
obligation of the seller, assignor or transferer constitutes a character 
of transaction perilous to the foundation of credit, and therefore, 
unethical. 

XV. When in the exchange of commodities for credit there is a 
promise, expressed or implied, to give’for immediate value received the 
equivalent at some ascertained time in the future, the contract should 
be faithfully executed. When unforeseen disabilities occur or reasons | 
beyond the debtor’s control, it is not proper for him to extend the 
terms arbitrarily or refuse to compensate his creditors for the ac- 
commodation. Interest determined by the legal rate of the state of 
contract should be allowed for the extended time and a refusal to allow 
interest for the accommodation violates the sanctity of the contract, is 
dangerous to the credit relation and therefore unethical. 
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XVI. The offer of a debtor to satisfy his debts at less than their 
face value constitutes a transaction in which extreme candor and 
honesty must control. A composition that does not represent the ut- 
most ability of the debtor to pay is dishonest. Any secret arrange- 
ment whereby a creditor receives a larger sum proportionately than is 
received by other creditors of equal standing is a reprehensible and 
unfair conspiracy. 

In the entire field of credit confidence no transaction demands 
higher ethical standards, entirely devoid of unfair and dishonest prac- 
tices, where the creditors should exercise the greatest diligence, than 
when a debtor seeks by composition to be relieved of the payment of 
any portion of his fairly contracted debts. 
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GUAR TICK XX IT 
LEGAL REMEDIES 


The Application of Law to Credit Problems.—It is not 
intended that the credit manager should be a practicing attorney 
able to prosecute and defend cases arising in his business. There 
is, however, a firm conviction common to most credit men 
that a knowledge of the particular branch of the law relating 
to their chosen line of work will make it possible for them to 
serve and protect the interest of the houses they represent. 
Credit transactions involve exchanges of economic goods and 
with the credit element added, the chances of dispute are 
naturally increased many times. The credit manager finds 
himself face to face with some one of the more common legal 
problems every day. In procedure and in numerous points 
the laws vary in different states and it is not intended to do 
more than to sketch the general outlines of the principles in- 
volved. The more important topics include the legal questions 
involved in buying and selling goods such as those of the Un- 
paid Seller’s Lien, Stoppage in Transit, Rescission, Resale, At- 
_ tachment, Garnishment, Replevin and the Bulk Sales Law. 


General Considerations of Contract.—The different states 
of the Union have their own statutes applying to the contract 
of buying and selling. However, many states have passed what 
is known as the Uniform Sales Act. 

According to the act, contracts for the sale of goods above 
a certain amount (varying in different states), are enforceable 
only if the buyer accepts part of the goods and actually receives 
them, or gives something in earnest to bind the contract, or in 
part payment, or unless some note or memorandum of the 
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contract be in writing, signed by the party to be charged or by 
his agent. 

The seller may bring action for the purchase price if title 
has passed to the buyer and there is wrongful refusal to pay, 
and, irrespective of passage of title, may bring action if a 
certain date has been set for payment. 

An action may be maintained for damages for non-accept- 
ance if the buyer wrongfully neglects or refuses to pay for 
the goods and also if the buyer repudiates the contract of sale 
and gives notification to the seller to proceed no further in 
carrying out the agreement. Any expense of the seller after 
such notice is not recoverable. 


The Unpaid Seller’s Lien.—Even if title to the goods has 
passed to the buyer, there are certain conditions which may set 
up a right known as the unpaid seller’s lien, enabling the seller 
to retain the possession of goods. 

A seller is still unpaid if he has been given a bad check or 
note in exchange for the goods. 

A lien is the right of one to hold or control and retain or 
enforce a charge against the property of another until some 
claim of the former is paid or satisfied. 

Under the unpaid seller’s lien right, the unpaid seller has a 
lien on the goods, even though the title or property to the 
goods has passed to the buyer, and may retain them for the 
price while he is in possession of them. The right of lien by 
the seller exists until the tender or payment of the purchase 
price. In cases where no terms of credit have been extended 
the seller is in possession of the goods as agent or bailee of the 
buyer but may retain them until paid. If credit is extended 
and the terms have expired, the lien right also exists. If 
credit is extended, and, if during the credit period the buyer 
becomes insolvent before delivery of the goods, the right to 
exercise an unpaid seller’s lien vests in the seller and he may 
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refuse to deliver the goods on the theory that one of the 
implied conditions under which credit was extended was the 
financial standing of the buyer which has now been impaired. 

An unpaid seller loses his lien when he delivers the goods 
to a carrier or other bailee for the purpose of transmission to 
the buyer without reserving the property in the goods, or the 
right to the possession thereof, or when the buyer, or his agent, 
lawfully obtains possession of the goods, or by specific waiver 
of the seller. The fact that a judgment or decree for the 
purchase price of goods has been secured by the seller does not 
act as a waiver of the lien. 


Stoppage in Transit.—In the preceding section we have 
suggested that, as a general rule, the seller who has parted with 
the possession of merchandise cannot avail himself of this mode 
of protection. Delivery of goods to a carrier presumably 
extinguishes the unpaid seller’s lien. The right of stoppage in 
transit is an exception to this rule. Even though title passes 
to the buyer when delivery was made to the carrier so that the 
buyer is responsible for the loss of the goods, yet the right of 
possession can be regained and, if insolvency without payment 
on the part of the buyer occurs while goods are in transit, 
such recovery may take place. 

Goods are deemed to be in transit from the time they are 
delivered to carrier and after the time of rejection of the 
goods by the buyer, even if the seller has refused to receive 
them back, and they continue in the possession of the carrier 
or other bailee. Goods are said to be no longer in transit if 
delivery is obtained by the buyer or his agent before arrival 
at the point of destination or if the carrier has become the 
bailee for the buyer or his agent by acknowledgment to him 
on arrival of the goods at the point of destination even though 
further destination has been indicated by the buyer. 

The exercise of the right is by obtaining actual possession 
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of the goods, or by giving notice of the claim to the carrier, 
or other bailee, in possession of the goods. Notice may be 
given either to the person in actual possession of the goods or 
to his principal. If given to the principal it must be given at 
such time and under such circumstances that the principal by 
the exercise of reasonable diligence may prevent a delivery to 
the buyer. When such notice is given the carrier must rede- 
liver the goods to, or according to the directions of, the seller, 
the expenses of such delivery being borne by the seller. Ifa 
negotiable instrument of title representing the goods has been 
issued by the carrier or other bailee he shall not be obliged to 
deliver or be justified in delivering the goods to the seller 
unless such document is first surrendered for cancellation. 


The Right of Resale-——The seller who has possession of 
the goods through exercise of the unpaid seller’s lien rights or 
through the right of stoppage in transit does not yet have title. 
Title is in the buyer. If the buyer does not exercise his right 
to tender the purchase price and claim the goods within a 
reasonable time, the seller may resell to a third person giving 
title thereto, and really acting as agent to the buyer to realize on 
his lien rights. These goods may be resold (1) if they are of 
a perishable nature, (2) if by contract the right of resale has 
been reserved on default of buyer, (3) if default has existed 
for an unreasonable length of time. 

The sale may be public or private. Notice should be given 
but is not necessary to the validity of the sale. 


The Right of Rescission.—If a seller has not yet parted 
with his goods or if he has recovered his lien through the 
exercise of his right of stoppage in transit he may under certain 
circumstances rescind the transfer of title and resume owner- 
ship of the goods. These circumstances include (1) express 
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reservation of the right of rescission in case of the buyer’s de- 
fault, (2) excessive length of period of default, (3) repudiation 
of the sale by the buyer. 

On such rescission the seller resumes title or property in 
the goods, and is not thereafter liable to the buyer upon the 
contract to sell, but may recover from the buyer for damages 
sustained. Title or property in the goods is not deemed to 
pass back to the seller until his intention to resume the same 
has been evidenced by some overt act, as by notifying the buyer 
of such intention. 


Attachment.—Attachment refers to a seizure or taking 
into custody by a creditor of a debtor’s property by virute of a 
legal process. A lien on property is secured for the benefit 
and protection of creditors so that property may be compelled 
to answer for the obligation. It is found particularly useful 
in situations where it is possible for assets which are ample 
at one date, to be found in greatly diminished quantity or per- 
haps entirely missing at a later date. 

Attachment is a statutory right and is available only on the 
grounds specifically set up in each state. Generally speaking, 
grounds for attachment include: 

1. Non-residence of defendant. This makes property of 
resident of other states subject to attachment. Leaving the 
state with intent to make another place his home makes him 
a non-resident immediately. The fact that a man remains in 
a state during business hours does not make him a resident if 
he lives in another state. 

2. That the debtor has left the state with the intention of 
escaping creditors. This does not necessarily mean that he 
must plan to remain away permanently but merely that in so 
doing he seeks to avoid creditors. 

3. That the debtor conceals or hides himself within the 
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state in order to avoid creditors. This infers that the debtor 
gives false information and does actually conceal himself to 
such an extent that he cannot be served with process. 

4. That the debtor has concealed, removed, or is about to 
dispose of his property in order to prevent the just payment of 
his debts. In connection with removal of property from the 
state the essential point is proof of purpose of removal. The 
transportation of goods in the ordinary course of business 
would not constitute grounds for attachment. 

Disposal of property refers to any kind of separation from 
it where intent to escape or delay creditors can be shown. 

5. That property has passed into the possession of the 
debtor on the basis of false presentation of fact regarding 
financial statements. 

6. That there has been a violation of the Bulk Sales law. 
Such violation gives right to revert to any legal process for re- 
covery of property and attachment is one of these. 

The credit manager must necessarily familiarize himself 
with all the details covering this process in his state and govern 
himself accordingly. 


Garnishment.—If the property of a debtor has been trans- 
ferred for the purpose of defrauding creditors, it is possible in 
most states to hold the transferee liable as trustee for the 
property and its proceeds. It is a proceeding by which a plain- 
tiff attempts to reach rights or property of a defendant by 
holding legally a third party who may have in his possession 
the rights or property of the defendant. It is a statutory 
remedy and the basis and procedure for action vary in the 
different states. The garnishee in each case is considered the 
secondary debtor and if he transfers any property or funds 
after garnishment, he is not relieved from liability to the 
creditor, 
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Replevin.—The right of retaking goods delivered to a 
debtor who cannot pay his bills is more desirable than a judg- 
ment which cannot be collected. This right exists in case of 
fraud. In order to maintain this action the creditor must give 
bond to protect the debtor from wrongful separation from his 


property. 


The Bulk Sales Law.—Legislation known under a heading 
similar to this has been passed in all the states attempting to 
protect creditors from fraud in connection with cases where 
stocks of goods are sold at depreciated values and the pro- 
ceeds dissipated beyond recovery by the creditors. Often the 
debtor made the sale to a confederate and split the proceeds. 

The New York Bulk Sales Statute is said to be one of the 
best and illustrates the type of bulk sales legislation. 


Section 44. Transfer of goods in bulk—1. The sale, transfer 
or assignment in bulk of any part or the wnole of a stock of 
merchandise, or merchandise and of fixtures pertaining to the 
conducting of the business of the seller, transferrer or assignor, 
otherwise than in the ordinary course of trade and in the regular 
prosecution of said business, shall be void as against the creditors 
of the seller, transferrer or assignor unless the seller, transferrer 
or assignor and the purchaser, transferee or assignee shall at least 
five days before the sale make a full and detailed inventory, showing 
the quantity and, so far as possible with the exercise of reasonable 
diligence, the cost price to the seller, transferrer or assignor of 
each article to be included in the sale, and unless the purchaser 
or transferee, or assignee demand and receive from the seller, 
transferer or assignor, a written list, of names and addresses of 
the creditors of the seller, transferrer, or assignor with the amount 
of the indebtedness due or owing to each and certified by the seller, 
transferrer or assignor under oath to be a full, accurate and com- 
plete list of his creditors and of his indebtedness; and unless the 
purchaser, transferee or assignee shall at least five days before 
taking possession of such merchandise, or merchandise and 
fixtures, or paying therefor, notify personally or by registered 
mail of every creditor whose name and address are stated in said 
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list, or of which he has knowledge, of the proposed sale and of 
the price, terms and conditions thereof. 

2. Sellers, transferrers and assignors, purchasers, transferees 
and assignees under this section, shall include corporations, as- 
sociations, co-partnerships and individuals. But nothing con- 
tained in this section shall apply to general assignments for the 
benefit of creditors, to sale by executors, administrators, receivers, 
trustees in bankruptcy, assignees under a voluntary assignment for 
the benefit of creditors of any officer under judical process. 

3. Any purchaser, transferee or assignee who shall not con- 
form to the provisions of this section shall upon application of 
any of the creditors of the seller, transferrer or assignor become 
a receiver and be held accountable to such creditors for all the 
goods, wares, merchandise and fixtures that have come into his 
possession by virtue of such sale, transfer or assignment: Pro- 
vided, however, that any purchaser, transferee or assignee, who 
shall conform to the provisions of this act shall not be held in any 
way accountable under this section to any creditor of the seller, 
transferrer or assignor or to the seller, transferrer or assignor for 
any of the goods, wares, merchandise or fixtures that have come 
into possession of such purchaser, transferee or assignee by virtue 
of such sale, transfer or assignment. 


There are various points of difference in the state statutes 
and a mention of each will indicate the points which are es- 
sential to the operation of the law. It is, for instance, neces- 
sary in all except three states of the Union to notify the 
creditors direct of a sale that is made. In those states which do 
not require notification of the creditors, the notice of sale must 
be recorded officially, generally in the office of the Recorder of 
the county where the business is located. The question of 
notification shows still greater variation. In 39 states the 
purchaser must notify or record. In 3 states the seller must 
take care of the notification. In 2 states the purchaser or 
seller is responsible. There is also some variation in the 
effect on the sale of a failure to comply with the law. In 15 
states the sale is void. In 17 states it is fraudulent and void. 
In 7 states it is presumed fraudulent and voidable, prima facie 
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evidence of fraud and void, conclusively presumed fraudulent 
and void, prima facie void, and voidable. 

In California the notice of sale must be recorded and a 
period of seven days given for the presentment of claims. The 
recording must be done by either the purchaser or seller in the 
office of the County Recorder where the stock is situated. 
If the provisions of the law are not followed, the sale is 
fraudulent and void. 

The most uniform requirement of the various state statutes 
is that which provides that a certain number of days’ notice 
must be given concerning the sale of a business in bulk in order 
to give creditors a reasonable time in which to attach the 
merchandise stock, or fixtures, or resort to any other forms 
of legal process competent to recover the assets for the pay- 
ment of their claims. Failure to comply with the statute makes 
it possible for the creditor to have a receiver appointed or have 
the purchaser declared a trustee of the goods for the benefit of 
the creditors of the seller. The real convenience of the law 
arises out of the fact that the unpaid creditor need only show 
that the sale took place without conformance with the law, to 
throw burden of proof on the seller. The statute applies when 
a major part of the sale is in bulk. In some states failure to 
comply renders the sale void, making the goods subject to at- 
tachment, in others it renders the sale or transfer both void 
and fraudulent, and in some states the effect of non compliance 
is to create a presumption of fraud but until fraud is proved 
the sale stands. 


False Statement Legislation—The financial statement may 
be said to be the skeleton to which all other credit facts are re- 
lated as flesh and sinew to give the completed credit report. It 
is obvious therefore that great care should be used to secure 
truthful and reliable financial statements. It is a part of the 
credit man’s duty to verify so far as possible bank balances and 


290 COMPLETING THE CREDIT TRANSACTION Pee ays 


outstanding obligations such as notes payable and accounts pay- 
able. 

The most dependable financial statement is that which has 
been properly certified by a duly accredited auditor. The 
certification is a statement of the auditor that certain work 
has been done and that the report as submitted is correct. The 
audited statement which is merely signed by the accounting firm 
is not ordinarily satisfactory, as in many cases the subject’s 
books have only been superficially examined and a complete 
check has not been made. If an accountant’s certificate stating 
what has been done can accompany every audited statement, it 
is more valuable as a basis for granting credit. The certified 
public accountant is always torn between two inclinations, that 
of protecting himself from any possible liability for statements 
made and the desire to make as complete a statement as is 
possible on the basis of the facts at hand and made available 
to him by the firm for whom he is making the audit. 

It will be noted that the first part of the model form 
adopted by the National Association of Credit Men as shown 
in Figure 17 includes what is known as the affirmation. This 
affirmation is dated. It should state that the purpose of such 
affirmation is to do business on credit and that any change in the 
financial condition will be followed up by a new statement at 
the proper time. 

This particular statement signed by an authorized repre- 
sentative of the company is intended to bring the transaction 
within the perview of the false statement laws of as many of 
the states of the Union as possible. 

There is a movement at the present time to pass a uniform 
false statement law in all states of the Union just as there is a 
uniform negotiable instruments law in practically every state. 
This proposed model law was passed practically without change 
by New York in 1912. An actual quotation of this law will 
probably serve a double purpose by defining what constitutes a 
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false statement as well as giving the penalty attached to the 
making or issuing of a false statement. It reads as follows :' 


ANY PERSON 


1. Who shall knowingly make or cause to be made, either 
directly or indirectly, or through any agency whatsoever, any 
false statement in writing, with intent that it shall be relied upon, 
respecting the financial condition, or means or ability to pay, of 
himself, or any other person, firm or corporation, in whom he is 
interested, or for whom he is acting, for the purpose of procuring 
in any form whatsoever, either the delivery of personal property, 
the payment of cash, the making of a loan or credit, the extension 
of a credit, the discount of an accounts receivable, or the making, 
acceptance, discount, sale or indorsement of a bill of exchange or 
promissory note, for the benefit of either himself or of such 
person, firm or corporation; or, 

2. Who, knowing that a false statement in writing has been 
made, respecting the financial condition, or means, or ability to 
pay, of himself or such person, firm or corporation in which he 
is interested, or for whom he is acting, procured, upon the faith 
thereof, for the benefit either of himself, or of such. person, 
firm or corporation, either or any of the things of benefit men- 
tioned in the first subdivision of this section; or, 

3. Who, knowing that a statement in writing has been made, 
respecting the financial condition, or means, or ability to pay of 
himself or such persons, firm or corporation, in which he is 
interested, or for whom he is acting, represents on a later day, 
either orally or in writing, that such statement theretofore made, 
if then again made on said day, would be then true, when in fact, 
said statement if then made would be false and procured upon the 
faith thereof, for the benefit either of himself or of such person, 
firm or corporation, either or any of the things of benefit men- 
tioned in subdivision one of this section. 

Shall be guilty of a misdemeanor and punishable by imprison- 
ment for not more than one year or by a fine of not more than 
one thousand dollars, or both fine and imprisonment. 


A typical adaptation of the same law is found in the statute 
in California. 


1 Credit Man’s Diary and Manual of Commercial Laws, 1923, p. 99. 
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Two sections of the Penal Code state the California Penal 
Law with relation to false financial statements. The first 
(Section 532) is so broad as to cover the obtaining of money, 
labor, property, credit, etc., by any fraudulent representations, 
while the second (Section 532a) applies directly to false 
financial statements and makes the actual making, benefiting 
by or reaffirming of the false statement a misdemeanor. The 
two sections follow: 


Section 532. 
OsBTaINING Money, Property, or LABor By FALSE PRETENSES. 


Every person who knowingly and designedly, by any false or 
fraudulent representation or pretense, defrauds any other person 
of money, labor, or property, whether real or personal, or who 
causes or procures others to report falsely of his wealth or 
mercantile character, and by thus imposing upon any other person 
obtains credit, and thereby fraudulently gets possession of money 
or property, or obtains the labor or service of another, is punish- 
able in the same manner and to the same extent as for larceny 
of the money or property so obtained. 


Section 532a. 
MakINnG FALse STATEMENT OF FINANCIAL CONDITION. 


Any person— 

(1) Who shall knowingly make or cause to be made, either 
directly or indirectly, or through any agency whatsoever, any 
false statement in writing, with intent that it shall be relied upon, 
respecting the financial condition, or means or ability to pay, of 
himself, or any other person, firm or corporation, in whom he is 
interested, or for whom he is acting, for the purpose of procuring 
in any form whatsoever, either the delivery of personal property, 
the payment of cash, the making of loan or credit, the extension 
of a credit, the execution of a contract of guaranty of suretyship, 
the discount of an account receivable, or the making, acceptance, 
discount, sale or indorsement of a bill of exchange, or promissory 
note, for the benefit of either himself or of such person, firm or 
corporation; or 
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(2) (Benefiting by false statement.) Who knowing that a 
false statement itt writing has been made, respecting the financial 
condition or means or ability to pay, of himself, or such person, 
firm or corporation in which he is interested, or for whom he is 
acting, procures upon the faith thereof, for the benefit either of 
himself, or of such person, firm or corporation, either or any of 
the things of benefit mentioned in the first subdivision of this 
section; or 

(3) (Reaffirming false statement.) Who knowing that a 
statement in writing has been made, respecting the financial con- 
dition or means or ability to pay of himself or such person, firm or 
corporation, in which he is interested, or for whom he is acting, 
represents on a later day in writing that such statement thereto- 
fore made, if then again made on said day, would be then true, 
when in fact, said statement if then made would be false, and 
procured upon the faith thereof, for the benefit either of himself 
or of such person, firm or corporation either or any of the things 
of benefit mentioned in the first subdivision of this section; 
(Penalty) shall be guilty of a misdemeanor, punishable by a fine 
of not more than five hundred dollars, or by imprisonment in the 
county jail for not more than six months, or by both such fine 
and imprisonment. 


An indictment under Section 532 must set forth the follow- 
ing facts: “pretense or pretenses which it alleges to be false, 
and known by defendant to be so made, to person named, for 
purpose of defrauding him, or another, by means of which he 
obtains from defrauded person some specific thing of value or 
sort, included in the statutory inhibition.” (People v. Jordan, 
66 Cal. 10.) This section requires that four distinct aver- 
ments must be proved to constitute the offense described: “(1) 
There must be intent to defraud; (2) There must be actual 
fraud committed; (3) False pretenses must be used for pur- 
pose of perpetrating the fraud; (4) The fraud must be ac- 
complished by means of false pretenses made use of for pur- 
pose ; viz., they must be the cause which induces owner to part 
with his money.” People v. Wasservogle, 77 Cal. 173. The 
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word “pretense” as here used has the same meaning as “rep- 
resentation.” 

Section 532a is of comparatively recent origin (1919) and 
has as yet not been interpreted by the appellate courts of the 
State. It will be noted that there are three classes of offense: 


(1) The making of a false financial statement, with intent 
that it be relied upon, for purpose of procuring some- 
thing of value. 

(2) The benefiting by such a statement. 

(3) The reaffirmance of such a statement. 


Penalty.— Under Section 532, where the value of the thing 
obtained is greater than $200.00 the penalty is one to ten 
years’ imprisonment. If less than the amount the penalty is 
$500.00 fine or six months’ imprisonment, or both. It will be 
noted that this is identical with the penalty provided in Section 
532a- 

Section 564 of the Penal Code provides a special penalty 
for directors or officers of corporations in making false 
financial statements. The penalty under this section is im- 
prisonment in the penitentiary for not less than six months nor 
more than five years. 


Section 564. 


OFFICERS OF CORPORATION PUBLISHING FALSE Reports, STATE- 
MENTS, EtTc., OF 1TS CONDITION. 


Every director, officer, or agent of any corporation or joint- 
stock association, who knowingly concurs in making, publishing, 
or posting either generally or privately to the stock-holders or 
other persons, any written report, exhibit, or statement of its 
affairs of pecuniary conditions, or book or notice containing any 
material statement which is false, or any untrue or wilfully or 
fraudulently exaggerated report, prospectus, account, statement of 
operations, values, business, profits, expenditures, or prospects, or 
any other paper or document intended to produce or give, or have 


(i.22) LEGAL REMEDIES 205 


a tendency to produce or give, the shares of stock in such corpora- 
tion a greater value or a less apparent or market value than they 
really possess, or refuses to make any book or post any notice re- 
quired by law, in the manner required by law, is guilty of a felony. 


These penalties are intended to cover all situations where 
false written statements are used to procure property or credit 
in any form. 


Federal Regulation.—Besides these and similar state laws 
intended to make the issuance of false statements for the pur- 
pose of obtaining credit a crime, there is also a Federal law 
under which successful prosecution has taken place. In the 
United States Criminal Code, Section 216, will be found the 
following : 


U. S. Criminal Code, Section 215: 


Whoever, having devised or intending to devise any scheme 
or artifice to defraud, or for obtaining money or property by 
means of false or fraudulent pretences, representations or promises 
—shall, for the purpose of executing such scheme or artifice or 
intention so to do, place or cause to be placed, any letter, postal 
card, package, writing, circular pamphlet or advertisement, whether 
addressed to any person within or outside the United States, in any 
postoffice, or station thereof, or street or other letter box of the 
United States, or authorized depository for matter, to be sent or 
delivered by the postoffice establishments of the United States, or 
shall take or receive any such therefrom, whether mailed within 
or without the United States, or shall knowingly cause to be de- 
livered, by mail according to the direction thereon, or at the place 
at which it is directed to be delivered by the person to whom it 
is addressed, any such letter, postal card, package, writing, cir- 
cular pamphlet or advertisements, shall be fined not more than 
$1,000, or imprisoned not more than five years, or both. 


The distinguishing feature in connection with the prosecu- 
tion under this law is the importance of the means of trans- 
mission of the statement from the debtor to the creditor. In 
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order to prosecute it is necessary to prove that the statement 
was sent through the mail, hence it is essential that the credit 
man preserve the envelope in which the statement came and 
retain both statement and envelope in his files for purposes of 
record, if such proof should be necessary. A form has been 
devised by the National Association of Credit Men combining 
both mailing envelope and statement form itself in such a way 
that one cannot be preserved without preserving the record of 
the other. This obviates the necessity of proving that a par- 
ticular document was received in a particular envelope. This 
combined statement form and envelope is reproduced in Figures 
22a and b in Chapter XII. 
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ADJUSTMENTS, EXTENSIONS, COMPOSITIONS 


Adjustments of the Affairs of Insolvent Debtors.— When 
a debtor has become insolvent, the credit relationship is often 
strained to the breaking point, with each different creditor at- 
tempting to salvage what he can from the organization. It is 
important that under such conditions everything should be done 
to conserve the property of the debtor in order that the great- 
est possible return may come to the creditors. Any kind of 
litigation or legal warfare is expensive. It is necessary to 
reduce the cost of handling estates, as well the time necessary 
for settling, and any method which will aid in securing these 
ends is desirable, other things being equal. There is a world- 
wide movement to eliminate economic waste. Every business 
enterpriser is attempting to arrange his capital assets and com- 
bine with them his units of labor in such a way that all the 
forces of nature may be utilized in the best possible way and 
the maximum production secured with a minimum of cost. 
When certain productive units of this economic organization 
are in trouble, it is essential that as much energy be used in 
conserving that which has already been created as in planning 
for the creation of other assets. This is particularly the work 
of the credit manager. 

As receivables fail to liquidate, less cash returns to cash 
account, and more and more credit or borrowed capital is re- 
quired, until the business fails to have enough cash to meet its 
payrolls and other expenses. When further credit or borrowed 
capital is not to be had, this company must consequently be 
liquidated for the account of its creditors. 

297 


298 COMPLETING THE CREDIT TRANSACTION (etelv: 


Analysis of the Condition of the Insolvent Debtor.—At 
this stage the successful, constructive credit manager can often 
do a world of good, just as the destructive collector can do 
much harm. The first question that should present itself is, 
Why is the embarrassed business in the condition that prevents 
operation? Until that question has been satisfactorily an- 
swered, no lasting good can be accomplished. There are many 
different causes that may bring about the necessity for cor- 
rective measures in a business, running the entire gamut of 
causes for business failures. Some permit rendition of as- 
sistance by creditors in keeping the business going, some call 
for drastic measures. A credit man should never accept the 
mere word of an embarrassed debtor as to the causes for his 
condition without thorough investigation and_ verification. 
There are debtors who will mislead creditors to the very end 
as to the real reasons for their inability to pay bills. Such 
conduct is quite on a par with giving a false financial statement 
or any other act of dishonesty. On the other hand, there are 
plenty of debtors who themselves do not know the real cause 
of their trouble, and require a good business man (which the 
credit man should be) to diagnose their case and set them 
straight. 

When it is discovered that payment of an account is with- 
held because of some claim or dispute growing out of mis- 
understanding, the adjustor for the collection and credit 
department should immediately endeavor to find out the cus- 
tomer’s side of the case. It is pretty certain that payment of 
the account will not be made until the question is settled. The 
attitude’ of the adjustor toward the customer should be re- 
ceptive, but at the same time should admit no liability until 
it has been established by facts that there is actual liability on 
the part of the seller. The attitude of some houses is that 
“the customer is always right.” The advisability of such a 
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policy is dependent entirely upon the class of trade with which 
the particular house deals. 

The first step wisely taken by creditors in handling the 
estate of insolvent debtors is to ascertain, as nearly as available 
means will permit, the true condition of the debtor’s affairs, 
and then arrange for whatever further steps seem to be mutu- 
ally beneficial. Of course, the first questions to be answered 
are: How much does the debtor owe, and to whom? How 
much do his assets amount to? What are they? After these 
facts have been determined, the next thing to consider is the 
possibility of getting the debtor out of his financial distress 
by a continuation of the business. Therefore, it becomes nec- 
essary to know what profit his business has been yielding, and 
if it has been yielding a good profit, to find out the real cause 
for his present condition. If it is not possible to remedy this 
condition, it would be worse than useless to continue the busi- 
ness. But, if the cause can be removed, and the business shows 
a good profit, the thing to do is to put some one in charge as 
a trustee for the creditors, and continue the business. This 
trustee may be any one whom the creditors think capable of 
best serving them—the former proprietor, an efficiency expert, 
or a committee which, in turn, usually employs a capable 
manager. 


Problem of Securing Additional Working Capital One 
of the perplexing problems is how to secure additional working 
capital, and frequently capital is not obtainable. It must be 
sought through one or all of the following channels: 

1. Increasing capital by selling more shares in the business. 

2. Issuing and selling bonds or notes on security of part or 
all of the fixed assets of the business. 

3. Reducing stocks of materials, if necessary from raw 
materials to finished products. 
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4. Reducing accounts receivable by shortening terms of sale, 
and collection of accounts promptly. 

5. Increasing indebtedness by securing longer terms,—often 
to be safely done by the use of trade acceptances. 

6. Making short-term loans by pledging some of the liquid 
assets (often a dangerous procedure). 

7. Securing extension of time for payment of old accounts 
from creditors, at the same time obtaining credit on 
usual terms for current purchases. 

8. Selling a portion of the fixed assets and reducing pro- 
duction. 

g. Reducing all expenses to the minimum consistent with 
efficient operation. 

10. Increasing profits by increasing the price of the product 
as much as competition or the market will permit. 


Possible Methods of Procedure.—A fter the cause of the 
trouble has been located and possible means of securing new 
working capital have been considered, five methods of procedure 
are possible in the handling of the situation. The cause usually 
dictates the one most appropriate to the immediate needs. 
These five methods are: 


. Extension of time, with or without security. 

. Composition settlement. 

. Assignment with or without release. 

. Appointment of a receiver. 

Bankruptcy—voluntary or involuntary. (Remedies 4 and 
5 will be discussed in Chapter XXIV.) 


mMRwW DH 


The peaceable and equitable adjustment of all disputes and 
controversies is always preferable to any other method. This 
applies to honest debtors where they may become temporarily 
embarrassed or insolvent. It is the peaceable, friendly adjust- 
ment between debtor and creditors that permits the best results 
finally. This kind of settlement, as compared with litigation, 
makes possible a saving of time and expense and almost in- 
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variably produces larger amounts ultimately for the creditors, 
whether the business is continued or discontinued. 


The Extension.—The extension is the outcome of an 
agreement between the debtor and his creditor, in which the 
debtor has sought an extension of time in which to meet his 
obligations. It is quite true that good business men are often 
in credit difficulties. Certain business circumstances, or it may 
be one false step on the part of the debtor, may put him in a 
position where an extension is absolutely necessary if he is to 
avoid bankruptcy. Many considerations are, of course, in- 
volved. It must always be certain that the debtor is honest, 
that his character is unimpeachable; the creditors must feel 
that he can be relied upon to protect their individual interests ; 
they must be sure that in the business itself is found an inherent 
strength which is sufficient to allow the proprietor to relieve 
himself of the difficulties of the present, and that he, individu- 
ally, has the capacity to make a paying business out of the 
organization which he represents. 

Perhaps the most serious problem. presenting itself to the 
collection department is this one of the extension of time for 
payment of accounts. Some debtors need extensions, but it is 
evident that many ask for extensions siniply because they dis- 
cover they can often get them by pitting sales and credit man- 
agers against one another on terms and credit privileges. An 
extension should not be granted unless there is need for it and 
then only after that need has been clearly manifested to the 
creditor, and the extension justified by the facts.. The cred- 
itors will want to examine the reason for the debtor’s embar- 
rassment; they will want to see whether or not the causes of 
his troubles are such that they can be removed; they may even 
find it necessary and desirable to send him more goods, in 
order that he may continue business and “‘pay out.” 

It has been suggested that a condition of great benefit would 
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arise if every creditor immediately notified the Credit Clearance 
Bureau of the Credit Men’s Association nearest to the debtor, 
or Dun’s and Bradstreet’s, of any extensions granted. If this 
were done religiously, it would prevent many a business failure 
and loss. Instead of credit men giving away “secrets” of their 
customers, they would be rendering commerce a real service. 


The Extension Agreement.—When it is necessary for a 
debtor to seek a general extension from all of his creditors, 
great care must be exercised to see that some of these creditors 
do not get an advantage over other creditors. For that reason 
an agreement should, in such cases of general extensions, be 
carefully drawn and accepted by all parties. Under agree- 
ments for extensions, provisions should be made for creditors 
to receive interest on their accounts from the date they became 
due to the time of final payment. If notes are taken, or for 
that matter, if a contract is entered into, care should be taken 
not to violate the statutes of any state pertaining to interest 
and usury. What might be a legal rate of interest in the state 
in which the document is prepared, might be in excess of the 
interest rate provided by statute in the state where the debtor 
is asked to execute it, and that fact might cause the forfeiture 
of the entire amount of interest. 

The following is a copy of an actual extension agreement: 


THis AGREEMENT made this............... Ol Simkar A Dioner 
between a manufacturing concern, hereinafter called “Company”; Banking 
Company for and on behalf of itself and such others as may join with 
them the “Manager,” the Finance Corporation, hereinafter called the 
“Financier,” and such of the Creditors of the “Company” whose signatures 
appear on this agreement, or any counterpart thereof, 


WITNESSETH : 


In ConsIDERATION of the undertaking of the “Manager” to procure 
either from its own resources or from the discount or re-discount of such 
obligations of the “Company” as may be available therefor, the advances 
of such moneys as the “Company” may require from time to time as work- 
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ing capital or otherwise, during the period next ensuing and ending 
BU verrcustsscdaha eyes Bale tees Sooke aoaoe 19..., the amount thereof to be determined by the 
“Manager” and to be advanced for such period as in the judgment and 
discretion of the “Manager” and the “Financier” shall be necessary and 
expedient. 


AND IN FurTHER CONSIDERATION of the “Company” procuring the aid 
and assistance of the “Financier” in the executive management, direction, 
operation and possible re-organization of the “Company” upon such terms 
as the “Manager,” “Financier” and the “Company” may determine, and in 
consideration of the mutual covenants and agreements herein contained, 
the undersigned being creditors of the “Company” in the amount set op- 
posite their respective signatures, do agree to and with them and with each 
other to extend the time of payment of their respective claims until 
PEON aes erate sdste Ar ciolsnc gah. 6 19..., and upon agreement with the “Manager” 
for a further period of not exceeding six months thereafter. 


Ir Berne Distinctiy Unperstocp AND AGREED, that all advances made 
by the “Manager” to the “Company” shall be paid in full with legal interest 
thereon, before any payment shall be made upon any of the claims of those 
creditors whose signatures appear hereon. 

And in the event of liquidation or dissolution, voluntary or involuntary, 
by insolvency or bankruptcy proceedings, or otherwise, such advances made 
by the ‘“Manager” shall be considered as part of the cost of preserving the 
property of the “Company” and shall be entitled to priority of payment, 
before any distribution or dividend shall have been declared or paid upon 
any of said claims of said creditors. 


Ir Bernc FurtuHer Distinctly UNbDERSTOop AND AGREED, that in the 
event of such insolvency or bankruptcy proceedings, all claims of said 
“Manager” for such advances and all claims of creditors shall become imme- 
diately due and payable. 

This agreement shall become effective when creditors whose claims 
aggregate the sum of $500,000 shall have signed the same. 


In Witness Wuenreor, the parties hereto have severally hereunto placed 
their hand and seals, the day and year first above written. 


WITNESS: 


wietalle dota leleleese’ eis tele) pie ee oie) e) ells) bo «6.6.06 014 ele wile ele cielelei6) | <8) .6le'6\s),6 6) 6.0,¢ 615 ¢ 010) @ (6 \0\@ ele} wie. ¢. 
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Composition Settlements.—The extension of credit to the 
debtor does not always meet the need. When it is quite likely 
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that an actual deficit cannot be made up (although there is still 
prospect for a continuation of the business if the debtor could 
be relieved of some of the accumulated debt), it may be desir- 
able to arrange for another plan of procedure. This is often 
called the common law, or composition settlement. Here the 
debtor and several of his creditors agree on the basis of each 
other’s promise to release the debtor from the entire debt on 
receiving partial payment from him. Debtors sometimes mis- 
use this means of settlement and ask for composition settle- 
ments when they should not do so. The hope in the minds 
of those who agree to such a settlement is that the assets will 
become productive and that continued business will be enjoyed 
by those who have agreed to this settlement and enabled the 
man to continue without disaster. It is absolutely essential, 
of course, that there be no question as to the honesty and integ- 
rity of the man and that there be hope that he may make a 
profit from year to year. 

One of the difficult tasks in composition settlements and 
assignments is to secure the consent of all the creditors. The 
creditors are notified formally that a meeting has been held and 
they are informed of the decision reached by those present. 
Creditors are then asked to sign an agreement which will per- 
mit putting this decision into force. Such signatures are 
usually secured with little difficulty in local circles, but creditors 
removed some distance from the scene of action are apt to 
view the situation differently and cause more or less trouble 
before the plan is put into action. It is a common occurrence 
that approximately two-thirds of the debtors will accept the 
agreement, the other one-third holding out for settlement in 
full or for some preference over the other creditors. Further 
arbitration takes time and during this time the creditors origi- 
nally agreeing to the composition become dissatisfied. They 
argue that they agreed to accept the composition with the 
understanding that they were to receive their pro-rata at 
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once—overlooking the fact that consent of all creditors is 
usually necessary in such settlements. Thus composition set- 
tlements are at all times difficult, and, if there are a large num- 
ber of creditors, almost impossible. 


Adjustment Bureaus.—To keep debtors out of bankruptcy 
is the real aim. of all good credit men; bankruptcy should be 
the last resort. The debtor is injured by the formal declara- 
tion of bankruptcy because he feels the shame of failure and 
the futility of his efforts; he loses faith in his ability, and to 
a certain extent his incentive for future activity is blunted. 
The particular industry with which he is connected suffers, in 
that the faith of other merchants is shaken and the structure 
is weakened by the wreck of even a minor house. The cred- 
itors themselves lose, by the declaration of bankruptcy, a cer- 
tain portion of their accounts receivable. The dollars and cents 
may not be the only loss. There is an even greater loss in the 
tightening effect on the mind of the credit man. The failure 
has made him more careful and this condition, while in itself 
desired, may be carried so far as to restrict business to a de- 
gree that chokes it and prevents legitimate expansion. The 
creditors feel, besides, that bankruptcy offers too open a way 
for a debtor to escape his just debts and in the escape they feel 
a collapse of the credit structure. All credit men, however, 
believe in the efficacy of the Bankruptcy Act for many 
situations. 

The loss to the community through bankruptcy is, in all 
probability, the greatest loss. By the community is meant the 
entire business world, the bankers, the consumer, and every- 
body. To the consumer who buys cheaply at a bankrupt sale, 
that sale may appear to be a species of good fortune rather 
than an injury, but somewhere along the line that failure means 
a reduction in production, and a reduced production means less 
product for some other consumers. 
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The adjustment bureau is an organized means of preventing 
bankruptcy. Adjustment involves a meeting of the creditors 
before the financial death of an enterprise, while bankruptcy 
involves a meeting of the creditors after the financial death of 
the enterprise. When a creditor is notified that a meeting is 
to be held in connection with the adjustment bureau, all cred- 
itors know that nothing is to be gained by precipitate action, 
and thus they meet in a free spirit of cooperation. The funda- 
mental aims of the adjustment bureau have been set forth as 
follows: 


1. To investigate, upon request, the affairs of a debtor 
reported to be insolvent and to adjust the estate when 
possible without court proceedings. 

. To secure capable and efficient receivers, appraisers or 
trustees, when court proceedings are found to be 
necessary. 

3. To secure quick adjustment of all honest failures at the 
minimum cost and with the maximum dividend to 
creditors. 

4. To facilitate and economically secure liquidation when 
upon investigation it is found to be to the best interests 
of all. 

5. To influence concentrated action by the creditors for the 
benefit of all. 

6. To assist creditors to acquire for their own use the estate 
of failing or insolvent debtors when mutually agreed 
upon. 

7. To prosecute or assist in the prosecution of the guilty 
party or parties when investigation discloses fraud or 
the intent to defraud. 


iS) 


Adjustment bureaus may be organized either in the form 
of corporations in which the stockholders are limited to the 
members of a local association or as a corporation without the 
stockholding feature, with the management in the hands of an 
attorney employed on a fee basis, or in the form of committees 
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with each committee handling the cases on their own merits. 
As to whether or not adjustment bureaus should collect ac- 
counts, entire agreement has not yet been reached, although a 
general resolution has been passed by the National Association 
of Credit Men to the effect that it would be wiser for adjust- 
ment bureaus to eliminate the collection of accounts. The ad- 
justment bureaus are organized to run at cost. Disputes 
between bureaus and members or between one bureau and 
another are arbitrated by a national committee. 


Assignments.—The decision arrived at through the meet- 
ing of the creditors either through the agency of an adjustment 
bureau, or without it, may be to arrange for an assignment 
which is a transfer of property in trust for the benefit of 
creditors. In that case the papers are generally assigned at 
once and a representative of the creditors, who is accustomed 
to such work, is sent to take possession of the store and assets, 
to take an inventory, to collect the accounts, to see that the 
place is kept insured, and in every other way to operate the 
business as if it were his own. When a final report is made 
to the creditors’ committee, a decision is made as to whether 
the business is to be sold, closed up, the stock moved into a 
warehouse, or the business is to be continued. 

If the business is to be sold as a going concern, or is to be 
closed up and sold after inventory, it may be sold through a 
professional auctioneer or advertised from day to day in the 
daily newspapers under the head of “Business Chances” or 
“Business Opportunities.” Often the assignee demands cash 
payment on the sale of the assets and occasionally he has to 
accept the note of the buyer on the vote of the committee. The 
adjuster who is in charge of the case first takes a complete 
inventory and cleans up the stock in the entire store, giving the 
assignee a list of all the accounts receivable, as well as a full 
list of the creditors. The adjuster must also assure all small 


308 COMPLETING THE CREDIT TRANSACTION [PtsLv. 


or local creditors that the assignment is for the mutual benefit 
of all and must convince them that they should not attach any 
of the property. 


Advantages of Amicable Settlement.—The advantages of 
settlement of accounts outside of the courts are many. Resort 
to the courts is costly at best and usually affords little oppor- 
tunity for taking advantage of economic conditions in the 
liquidation of a business. It is usually more difficult to con- 
vert merchandise into cash and to collect receivables, when an 
estate once reaches receivers’ hands or bankruptcy. As a mat- 
ter of fact, where some plan other than bankruptcy is followed, 
the percentage of return is usually far in excess of what could 
be hoped for under court proceedings. Many businesses have, 
in this way, been placed on a solid basis, paying 100 cents on the 
dollar to creditors, and have continued thereafter as profitable 
customers. Even when a business that is granted an extension 
is not able to recover itself, and is compelled later on to liqui- 
date, the creditors usually receive a greater amount than when 
litigation is invoked in the first place. Another thing not to 
be overlooked is the profit made on subsequent sales under 
an extension agreement that would not otherwise have accrued 
in that business. 

The debtor is also usually benefited by the amicable settle- 
ment. If this kind of settlement were not possible, it would 
be necessary to attach or throw into bankruptcy the business of 
nearly every unsuccessful business man. This would mean 
that every business man who happened to be unfortunate 
enough to lack some business qualities, but yet was honest, 
would be subjected to the unsavory results of these legal reme- 
dies. A little time and patience usually put a great many of 
these unfortunates back on their feet, as producing factors and 
of benefit to society. The credit man at this stage of his work 
has it within his grasp to make or mar many a life. In decid- 
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ing the action to be taken in any such case, due thought should 


also be given to the moral responsibility that attaches, and not 
merely to what might be most expedient legally. 
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CHAPTER XXIV 
RECEIVERSHIP AND BANKRUPTCY 


Development of Uniform Legislation.—By means of the 
legislation provided in connection with Receivership and Bank- 
ruptcy it is possible to protect the interest of debtor and 
creditor alike. The theory upon which bankruptcy law is based 
is pro rata equality for each creditor of a bankrupt estate. 
Legislation in the United States has sought to prevent one 
creditor from securing advantage over other creditors in an 
estate. This is qualified, of course, as to secured and unse- 
cured creditors. Another prime factor in bankruptcy legisla- 
tion in the United States has been the discharge of honest and 
deserving citizens from a burden of debt incurred through 
circumstances at least partially beyond their control. This 
object is often best accomplished by settlements outside of the 
Bankruptcy Court through Adjustment Bureaus in recent 
years established in our principal cities by the National Associ- 
ation of Credit Men. 

History is replete with incidents indicating the severe 
penalties to which a delinquent debtor might be subjected on 
the part of his creditors. Early Roman Law provided death 
or sale into slavery as a punishment for the man who could 
not pay his bills. In England at the time of the colonial 
period, it was possible to have a debtor put to death. The 
English, however, were the first people who made bankruptcy 
law definitely a part of their legal code. In the operation of 
common law procedure there was great inequality in liquidating 
a debtor’s estate. The diligent creditor managed to secure 
execution ahead of others, oftentimes taking all of the debtor’s 
property and leaving nothing for others. It was such condi- 
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tions that brought about the enactment of England’s first 
bankruptcy law in 1542. This law applied only to merchants 
and traders.. It was directed against fraudulent debtors, and 
provided no release of any kind, not even from imprisonment. 
It did provide for the seizure and pro rata distribution of 
debtor’s property among creditors. In 1705 a law was enacted 
known as Queen Anne’s Act, which provided release for the 
debtor from that portion of his debts remaining unpaid after 
pro rata distribution of his property. 

The earliest legislative expression on the subject of bank- 
ruptcy in the United States seems to have been in 1787, when 
delegates assembled in the Federal Constitutional Convention, 
drafted into the Constitution a provision giving Congress 
power “To establish .. . uniform laws on the subject of 
bankruptcies throughout the United States.” 

Bankruptcy legislation is based on Art. 1, Sec. 8, of the 
Constitution of the United States as referred to above. Though 
provided for throughout a period of more than a century and 
a quarter, actual legislation has not been in force for much 
more than a fourth of that time. 

The United States Bankruptcy Laws of 1800, 1841, and 
1867, were repealed within a few years of their passage. The 
law of 1898, with amendments, remains in effect at the present 
' time. At various times the states also have enacted laws on 
this subject, but the general rule of interpretation is that such 
portions of a state law as are in conflict with the federal 
statute are abrogated. 


Nature of Receiverships.—Receiverships are created by 
courts in equity on the theory that the remedy to be obtained 
in the law courts is not adequate. When the total assets of a 
debtor exceed his total liabilities, but he lacks cash to meet 
maturing bills, he may ask the courts to protect his property 
from a forced sale at the hands of his creditors, by asking for 
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the appointment of a receiver. Often creditors apply for a 
receiver to protect property pending settlement of litigation. 
Selection of the receiver is left to the discretion of the court, 
but as it is very desirable that the receiver appointed should 
act upon his own responsibility it is necessary that he be 
familiar with the business. Very often the debtor is required 
to make an assignment of all property to the receiver, thus 
placing it beyond the reach of all creditors who may have 
judgments against it. 

When petitions in involuntary bankruptcy cases are filed, 
a petition for the appointment of a Receiver is usually filed at 
the same time. In these cases a Receiver is appointed by the 
District Judge, with or without the consent of the alleged 
bankrupt. The Judge at his discretion may give the receiver 
authority to continue the business. In the absence of such 
authority the receiver acts merely as custodian of the bank- 
rupt’s property. He remains in control until the first meeting 
of creditors, which is supposed to be called not less than ten 


nor more than thirty days after the debtor has been adjudicated 
a bankrupt. 


Conditions of Receivership——In order to secure the ap- 
pointment of a receiver it is necessary to show a legal right to 
the property, a lien on the property, or that the applicant is 
entitled to payment from a particular fund or portion of the 
property. It is also possible to secure the appointment of a 
receiver by showing fraudulent possession of the property or 
that the property itself is in danger of loss from the neglect, 
waste, misconduct or insolvency of the holder. If there is no 
person competent to manage the property under litigation, if 
for any reason it is not deemed proper that any of the litigat- 
ing parties should control the property, if the person holding 
the property occupies a position of trust relation and is violat- 
ing his fiduciary duties, and if after a judgment is given, the 


Ch. 24] RECEIVERSHIP AND BANKRUPTCY 313 


ordinary processes of law cannot carry the judgment or decree 
into effect, a receiver will be appointed.’ 


Powers and Duties of a Receiver.—It is intended that the 
receiver should carry on his activities as an officer of the 
court and consequently he is expected to ask and receive in- 
structions from the court as to his duties, rather than exercise 
large discretionary powers on his own part. 

The receiver is expected to take charge of and account for 
all property included in the receivership. The receiver can get 
favorable action on the part of the court to receive possession 
of all property indicated. He must usually give bond for the 
faithful performance of his duties, and while primarily re- 
sponsible to the courts, he is not excused from negligence in 
his relation to third parties. If any injury or loss occurs in 
relation to the property entrusted to him, through his own 
fraud or negligence, he is liable. 

The tenure of the receiver is subject to the discretion of 
the court on the basis of the necessity and the character of 
services rendered. He cannot resign at will unless the interests 
of the owner of the property are served by such a change. As 
an Equity Receiver is appointed for the purpose of establishing 
what amounts to a moratorium on behalf of the debtor and to 
preserve the estate for creditors, the receiver as a rule con- 
tinues the business, often with the cooperation of creditors or 
a creditors’ committee, and eventually either liquidates the 
business or returns it to the debtor. The fees of the receiver 
and his attorney are also in the discretion of the court. 


Principles of Bankruptcy Legislation—Bankruptcy leg- 
islation of the present day has changed in the same way as the 
attitude of business men toward one another has changed. 
There is a spirit of cooperation which was not present at an 


1Tardy’s Smith on Receivers, p. 23. 
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earlier date. Necessity has been to a certain extent responsible 
for this changed attitude and the big business enterprise is 
consequently made more successful through the use of credit. 
It is absolutely essential at this day that business risks should 
be taken. Many men in business succeed and many fail. In 
a competitive economic organization such as the one in which 
we live, we believe that all those who manage to make their 
enterprises a financial success render such important service 
to the community that the good resulting from their success 
more than compensates for ‘the loss in connection with those 
who fail. If this is the business attitude generally accepted by 
our social and legal organization, then it would be indeed un- 
fair to consider an honest man who has failed a criminal. If 
there has been an understanding that possible returns are 
commensurate with the risk involved, the man who has loaned 
his money should have no claim in equity, and society should 
not feel that it is necessary to punish a debtor who honestly 
surrenders his property for the benefit of creditors, even though 
there might be realized only 50 cents on the dollar. 

There is another aspect to the philosophy underlying bank- 
ruptcy legislation. It is highly important to economic society 
to give an honest debtor an opportunity to make a new start and 
thus become a productive economic factor, rather than have 
him become a charge upon society. In accordance with this 
change of spirit and policy which took place in the nineteenth 
century, commercial interdependence has developed the con- 
ception of the partnership relations between debtor and creditor. 
Business practice has even gone further, as has been noted in 
the discussion of adjustment bureaus and cooperative arrange- 
ments for the settlement of questions involved in the adjust- 
ment of failing but honest debtors. 


The purposes of bankruptcy proceedings may be sum- 
marized as follows: 
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For the Benefit of Creditors 
To bring about a distribution of the assets of the bankrupt 
on an equitable basis among creditors. 
To locate by court action all the assets of a bankrupt. 
To provide uniform administration of insolvent estates. 


For the Benefit of the Debtor 
To discharge the honest debtor and give him an oppor- 
tunity to again become productive in an economic way. 


For the Benefit of the Business Community 
To provide an orderly method of settlement of debt and 
at the same time benefit both creditor and debtor. 


If these purposes can be achieved, it is readily seen how it 
is possible to build up mutual confidence between debtor and 
creditor, and to secure the cooperation of creditors, thus tend- 
ing to eliminate the tendency to lawsuits. Insolvency had al- 
ways meant lawsuits. Suspicion of failure led immediately to 
levy of attachment of execution with all creditors joining ina 
mad race for preference. 

The progression of actual bankruptcy proceedings may be 
briefly summarized as follows: 


1. Filing of petition, with schedule of assets and liabilities, 
in the Federal District Court. 

2. Adjudication of petition, and turning case over to the 
referee for administration. 

. Notification of creditors of action taken. 

. Filing proofs of claims by creditors with referee. 

. Calling meeting of creditors by referee. 

Election of Trustee by creditors. 

. Examination of Bankrupt by creditors. 

. Liquidation of estate by Trustee and prorating proceeds 
among creditors. 

g. Report of Trustee to referee for approval. 

10. Discharge of bankrupt, if report is approved by the court. 


ON An PW 
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Kinds of Bankruptcy.—Bankruptcies are of two kinds, 
voluntary and involuntary. If a person is declared to be a 
bankrupt on his own initiative it is referred to as voluntary 
bankruptcy, and if on the petition of his creditors, it is referred 
to as involuntary. Petitions in bankruptcy may be filed in 
relation to any one excepting banking, insurance, railroad and 
municipal corporations. Institutions of this type have recourse 
only to a court of equity for the appointment of a receiver. 
If other persons than those mentioned wish to secure appoint- 
ment of a receiver, an action in equity may also be used, but 
if other creditors institute bankruptcy proceedings in a federal 
district court, the equity action fails. Individual circum- 
stances must decide the wisdom of the debtor’s own petition 
to be adjudged a bankrupt. It is sometimes better to anticipate 
the inevitable end. In many cases an apparently involuntary 
bankruptcy is in reality voluntary, for the debtor has invited 
his creditors in and given them the facts, showing his inability 
to pay his debts, even with generous extensions. The debtor 
has perhaps suggested that his creditors file petition and has 
acknowledged his condition in writing. 

Creditors and debtors alike must be on the lookout for 
unscrupulous attorneys who sometimes get control of the 
property and proceed to bleed the bankrupt estate for their 
own interests. This phase of bankruptcy practice has become 
a serious problem for legitimate business. The National As- 
sociation of Credit Men, in its 1924 issue of the “Credit Man’s 
Diary and Manual of Commercial Laws,” has issued the follow- 
ing warning to credit men: 


Warninc—A warning must be sounded against accepting the 
offers of unknown attorneys to file the proof of claim and power 
of attorney in a given case without cost to the creditor. There 
is no necessity for employing an attorney for the purpose of filing 
a claim. Forms for preparing proofs of claim may be purchased 
at any legal stationers and are set forth in this volume, pages 38-41. 
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Attorneys who offer to perform this service without charge have 
almost invariably an ulterior motive, namely, to control the ma- 
jority in number and amount of the claims, so that they are thereby 
enabled to dictate the choice of a Trustee, or to force through a 
composition settlement. Too often such attorneys are on intimate 
terms with the attorneys for the. bankrupt and proper representa- 
tion of the creditors’ interests is not likely to result from employ- 
ing their services. Unless a creditor selects with care a repre- 
sentative to vote his claim, it is better that the proof of claim should 
be filed direct with the Referee and power of attorney given to no 
one. It is better yet, however, for the creditor to have his own 
representative at all the meetings where Trustees are to be elected, 
sales of the bankrupt’s property ordered, or compositions voted 
upon. 

It must be remembered that loss is inevitable when insolvency 
occurs, but a careful administration and a painstaking interest in 
each case will serve to minimize losses and increase dividends. 
The small dividends paid by many bankrupt estates can be ac- 
counted for wholly through lack of interest and attention on the 
part of the creditors. Failure to attend creditor’s meetings or to 
be properly represented; failure to insist upon the statutory right 
of examining the bankrupt before he shall offer terms of com- 
position to his creditors; unwillingness to expend the time and 
energy necessary to secure co-operative action upon the part of 
fellow creditors; and the easy but pernicious habit of filing and 
acting through the first collection agency asking the privilege 
and then forgetting the matter, are undoubtedly the chief causes 
of dissatisfaction with the Bankruptcy Act as it stands today. 


Ten Points ON BANKRUPTCY: 


1. The bankruptcy court is a CREDITORS’ COURT, and the 
credit man who fails to interest himself in its administration is 
costing his house money. 

2. For every crooked bankrupt, there are likely to be two 
crooked lawyers, one representing the bankrupt, the other solicit- 
ing your claim—in the interest of a crooked settlement. 

3. Creditors who want honest administration must wake up 
their sleeping brothers. Solicit their claims yourself. Don’t leave 
it to someone who may be in collusion with the bankrupt. 
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4. Beware of compositions. You have a right to the facts and 
figures. Don’t sign until you know. 

5. A bankrupt who refuses to answer questions has something 
to conceal. 

6. Know who filed the petition. Sometimes the “three creditors” 
(so called) are dummies representing the bankrupt. 

7. A superficial examination of the bankrupt is worse than 
none. It is often used to whitewash a black record. 

8. Examine the schedules and beware of bogus benefactors. 
Rich and benevolent relatives file large claims for small advances. 

9. Receivers with good intentions have dissipated many an 
estate. Elect a business man trustee and see that he does his 
job, and elect him early. 

10. Take nothing for granted. 


The Acts of Bankruptcy.—Chap. III, Sec. 4, of the Bank- 
ruptcy Act indicates those persons who may become bankrupts. 
As stated above, any persons, except a municipal, railroad, in- 
surance, or banking corporation, shall be entitled to the benefits 
of this Act as a voluntary bankrupt. 

Involuntary bankruptcy can take place if the debtor owes 
one thousand dollars or over and it can be proved that he has 
committed one of the five acts of bankruptcy. The Acts of 
Bankruptcy are stated in Chap. III, Sec. 3 as having: 

(1) conveyed, transferred, concealed, or removed, or per- 
mitted to be concealed or removed, any part of his property 
with intent to hinder, delay, or defraud his creditors, or any 
of them; or (2) transferred while insolvent, any portion of 
his property to one or more of his creditors with intent to 
prefer such creditors over his other creditors; or (3) suffered 
or permitted, while insolvent, any creditor to obtain a prefer- 
ence through legal proceedings, and not having at least five 
days before a sale or final disposition of any property affected 
by such preference vacated or discharged such preference; or 
(4) made a general assignment for the benefit of his creditors, 
or, being insolvent, applied for a receiver or trustee for his 
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property or because of insolvency a receiver or trustee has 
been put in charge of his property under the laws of a State, 
of a Territory, or of the United States; or (5) admitted in 
writing his inability to pay his debts and his willingness to be 
adjudged a bankrupt on that ground. 

The petition may be filed any time against a person who 
is insolvent and who has committed an act of bankruptcy, 
within four months after the commission of such act. In- 
solvency implies that the debtor’s resources at a fair valuation 
are less than his existing liabilities. 


The Presentation and Adjudication.—A fter a petition for 
involuntary bankruptcy has been filed, service with a writ of 
subpoena is made upon the person named as defendant in the 
same manner as a suit in equity is begun in a United States 
Court. If personal service cannot take place, the matter may be 
handled by publication. The bankrupt or any of his creditors 
may appear and controvert the alleged facts, and the judge 
may adjudicate or dismiss the petition. The person against 
whom the petition is filed is entitled to a trial by jury in respect 
to the question of his insolvency. In the case of voluntary 
bankruptcy, the petition is filed and the court decides whether 
or not the petition is to be granted. 

The petition is prepared on a prescribed legal form, pro- 
viding for the presentation of facts concerning the following: 

1. Name of the judge and location of the particular court 
petitioned. 

2. Statement of location of the business. 

3. Statement of the situation: 

(a) If the bankruptcy is voluntary, that the petitioner 
owes debts which he is unable to pay in full, and 
that he is willing to surrender all his property 
to his creditors. 
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(b) If the bankruptcy is involuntary : 

(1) That the debtor owes debts to the amount of 
$1,000, and is not a wage earner, nor 
chiefly engaged in farming, 

(2) That the petitioners are creditors of said 
debtor and have provable claims in excess 
of $500, 

(3) That the debtor is insolvent and within the 
past four months committed an act of 
bankruptcy, stating in detail of what the 
act consisted. 

. Statement of all creditors who are to be paid in full, or 
to whom priority is secured by law. 

. Statement of creditors holding securities. 

Creditors whose claims are unsecured. 

Statement of liabilities. 

Statement of assets. 

. Statement of property claimed as exempt. 

. List of documents pertaining to the business. 

. Oath in verification of presentation made. 
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Arranging for Liquidation.—All the bankrupt estates 
within certain territories are supervised by officers of the 
federal court known as referees. As soon as an insolvent has 
been adjudged a bankrupt, the referee takes charge of the 
estate, acts as the presiding officer, and allows or disallows 
claims of creditors. The jurisdiction of referees is stated as 


follows, in Chap. V, Sec. 38, of the United States Bankruptcy 
Laws: 


Referees respectively are hereby invested, subject always to a 
review by the judge within the limits of their districts as 
established from time to time, with jurisdiction to (1) consider 
all petitions referred to them by the clerks and make the adjudica- 
tions or dismiss the petitions; (2) exercise the powers vested 
in courts of bankruptcy for the administering of oaths to and the 
examination of persons as witnesses and for requiring the pro- 


Ch. 24] RECEIVERSHIP AND BANKRUPTCY 321 


duction of documents in proceedings before them, except the 
power of commitment; (3) exercise the powers of the judge for 
the taking possession and releasing of the property of the bank- 
rupt in the event of the issuance by the clerk of a certificate show- 
ing the absence of a judge from the judicial district, or the division 
of the district, or his sickness, or inability to act; (4) perform such 
part of the duties, except as to questions arising out of the ap- 
plications of bankrupts for compositions or discharges, as are 
by this act conferred on courts of bankruptcy and as shall be pre- 
scribed by rules or orders of the courts of bankruptcy of their 
respective districts, except as herein otherwise provided; and (5) 
upon the application of the trustee during the examination of the 
bankrupts, or other proceedings, authorize the employment of 
stenographers at the expense of the estates at a compensation 
not to exceed ten cents per folio for reporting and transcribing 
the proceedings. 


The trustee is the representative of the creditors as con- 
trasted with the referee, who is the representative of the court. 
He is elected by the creditors, and in being properly bonded 
becomes vested with all the property of the bankrupt. The 
trustee proceeds to dispose of the bankrupt estate to the greatest 
advantage and best interests of all the creditors. His duties are 
defined in Chap. V, Sec. 47, as follows: 


a. Trustees shall respectively (1) account for and pay over 
to the estates under their control all interests received by them 
upon property of such estates; (2) collect and reduce to money 
the property of the estates for which they are trustees, under the 
direction of the court, and close up the estate as expeditiously as 
is compatible with the best interests of the parties in interest; and 
such trustees, as to all property in the custody or coming into the 
custody of the bankruptcy court, shall be deemed vested with all 
the rights, remedies, and powers of a creditor holding a lien by 
legal or equitable proceedings thereon; and also, as to all property 
not in the custody of the bankruptcy court, shall be deemed vested 
with all the rights, remedies, and powers of a judgment creditor 
holding an execution duly returned unsatisfied; (3) deposit all 
money received by them in one of the designated depositories ; 
(4) disburse money only by check or draft on the depositories in 
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which it has been deposited; (5) furnish such information con- 
cerning the estates of which they are trustees and their administra- 
tion as may be requested by parties in interest; (6) keep regular 
accounts showing all amounts received and from what sources 
and all amounts expended and on what accounts; (7) lay before 
the final meeting of the creditors detailed statements of the ad- 
ministration of the estate; (8) make final reports and file final 
accounts with the courts fifteen days before the days fixed for 
the final meetings of the creditors; (9) pay dividends within ten 
days after they are declared by the referees; (10) report to the 
courts, in writing, the condition of the estates and the amounts 
of money on hand, and such other details as may be required 
by the courts, within the first month after their appointment and 
every two months thereafter, unless otherwise ordered by the 
courts; and (11) set apart the bankrupt’s exemptions and report 
the items and estimated value thereof to the court as soon as 
practicable after their appointment. 

b. Whenever three trustees have been appointed for an estate, 
the concurrence of at least two of them shall be necessary to the 
validity of their every act concerning the administration of the 
estate. 

c. The trustee shall, within thirty days after the adjudication, 
file a certified copy of the decree of adjudication in the office 
where conveyances of real estate are recorded in every county 
where the bankrupt owns real estate not exempt from execution, 
and pay the fee for such filing, and he shall receive a compensation 
of fifty cents for each copy so filed, which, together with the filing 
fee, shall be paid out of the estate of the bankrupt as a part of the 
cost and disbursements of the proceedings. 


Creditors’ Proceedings.—The time and place of creditors’ 
meetings is regulated by statute. The creditors are expected 
to take such action at each meeting as may be pertinent or 
necessary to the promotion of the best interests of the estate 
and the enforcement of this act. None but creditors with 
allowed claims can participate in the selection of a trustee. A 
prescribed form is used for filing claims setting forth under 
oath that the sum claimed is justly owing and indicating con- 
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sideration, securities held, and payments made. Claims not 
proved within a year subsequent to adjudication are generally 
denied. 

The bankrupt is subject to examination by the creditors in 
accordance with Chapter III, Sec: 7, which reads as follows: 


The bankrupt shall (1) attend the first meeting of his creditors, 
if directed by the court or a judge thereof to do so, and the hear- 
ing upon his application for a discharge, if filed; (2) comply with 
all lawful orders of the court; (3) examine the correctness of all 
proofs of claims filed against his estate; (4) execute and deliver 
such papers as shall be ordered by the court; (5) execute to his 
trustee transfers of all his property in foreign countries; (6) 
immediately inform his trustee of any attempt, by his creditors 
or other persons, to evade the provisions of this act, coming to 
his knowledge; (7) in case of any person having to his knowledge 
proved a false claim against his estate, disclose that fact immedi- 

.ately to his trustee; (8) prepare, make oath to, and file in court 
within ten days, unless further time is granted, after the ad- 
judication, if an involuntary bankrupt, and with the petition if a 
voluntary bankrupt, a schedule of his property, showing the 
amount and kind of property, the location thereof, its money value 
in detail, and a list of his creditors, showing their residences, if 
known, if unknown, that fact to be stated, the amounts due each 
of them, the consideration thereof, the security held by them, if 
any, and a claim for such exemptions as he may be entitled to, all 
in triplicate, one copy of each for the clerk, and one for the 
referee, and one for the trustee; and (9) when present at the 
first meeting of his creditors, and at such other times as the court 
shall order, submit to an examination concerning the conducting 
of his business, the cause of his bankruptcy, his dealings with his 
creditors and other persons, the amount, kind, and whereabouts of 
his property, and, in addition, all matters which may affect the 
administration and settlement of his estate; but no testimony given 
by him shall be offered in evidence against him in any criminal 
proceeding. 

Provided, However, That he shall not be required to attend 
a meeting of his creditors, or at or for an examination at a place 
more than one hundred and fifty miles. distant from his home or 
principal place of business, or to examine claims except when 
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presented to him, unless ordered by the court, or a judge thereof, 
for cause shown, and the bankrupt shall be paid his actual ex- 
penses from the estate when examined or required to attend at 
any place other than the city, town, or village of his residence. 


Liquidation of the Estate——The primary purpose of the 
act has been stated to be the equitable distribution of the 
property owned by the bankrupt. In accordance with the act, 
this is interpreted to mean property owned during the preceding 
four months. The trustee ought to recover every payment 
made to creditors within four months, because such a payment 
constitutes a preference within the meaning of the act. It does 
not, however, constitute a preference unless the creditors who 
received the payment had reasonable cause to believe the debtor 
was insolvent at the time. 

Certain debts are given priority over the claims of general 
creditors. Chapter VII, Sec. 64, states them to be as follows: 


a. The court shall order the trustee to pay all taxes legally 
due and owing by the bankrupt to the United States, State, county, 
district, or municipality in advance of the payment of dividends to 
creditors, and upon filing the receipts of the proper public officers 
for such payment he shall be credited with the amount thereot, 
and in case any question arises as to the amount or legality of 
any such tax the same shall be heard and determined by the court. 

b. The debts to have priority, except as herein provided, and 
to be paid in full out of bankrupt estates, and the order of pay- 
ment shall be (1) the actual and necessary cost of preserving the 
estate subsequent to filing the petition; (2) the filing fees paid by 
creditors in involuntary cases, and, where property of the bankrupt, 
transferred or concealed by him either before or after the filing of 
the petition, shall have been recovered for the benefit of the es- 
tate of the bankrupt by the efforts and at the expense of one or 
more creditors, the reasonable expenses of such recovery; (3) 
the cost of administration, including the fees and mileage payable 
to witnesses as now or hereafter provided by the laws of the 
United States, and one reasonable attorney’s fee, for the pro- 
fessional services actually rendered, irrespective of the number of 
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attorneys employed, to the petitioning creditors in involuntary 
cases, to the bankrupt in involuntary cases while performing 
the duties herein prescribed, and to the bankrupt in voluntary 
cases, as the court may allow; (4) wages due to workmen, clerks, 
traveling or city salesmen, or servants which have been earned 
within three months before the date of the commencement of 
proceedings, not to exceed three hundred dollars to each claimant; 
and (5) debts owing to any person who by the laws of the States 
or the United States is entitled to priority. 

c. In the event of the confirmation of a composition being set 
aside, or a discharge revoked, the property acquired by the bank- 
rupt in addition to his estate at the time the composition was con- 
firmed or the adjudication was made shall be applied to the pay- 
ment in full of the claims of creditors for property sold to him 
on credit, in good faith, while such composition or discharge was 
in force, and the residue, if any, shall be applied to the payment 
of the debts which were owing at the time of the adjudication. 


After prior claims have been paid dividends may be de- 
clared in accordance with Chapter VII, Secs. 65 and 66, which 
read as follows: 


a. Dividends of an equal per centum shall be declared and paid 
on all alowed claims, except such as have priority or are secured. 

b. The first dividend shall be declared within thirty days after 
the adjudication, if the money of the estate in excess of the 
amount necessary to pay the debts which have priority and such 
claims as have not been, but probably will be allowed equals five 
per centum or more of such allowed claims. Dividends subsequent 
to the first shall be declared upon like terms as the first and as 
often as the amount shall equal ten per centum or more and upon 
closing the estate. Dividends may be declared oftener and in 
smaller proportions if the judge shall so order: Provided, That 
the first dividend shall not include more than fifty per centum of 
the money of the estate in excess of the amount necessary to pay 
the debts which have priority and such claims as probably will be 
allowed; and provided further, That the final dividend shall not 
be declared within three months after the first dividend shall be 
declared. 

c. The rights of creditors who have received dividends, or in 
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whose favor final dividends have been declared shall not be 
affected by the proof and allowance of claims subsequent to the 
date of such payment or declarations of dividends; but the cred- 
itors proving and securing the allowance of such claims shall be 
paid dividends equal in-amount of those already received by the 
other creditors if the estate equals so much before such other 
creditors are paid any further dividends. 

d. Whenever a person shall have been adjudged a bankrupt by 
a court without the United States and also by a court of bank- 
ruptcy, creditors residing within the United States shall first be 
paid a dividend equal to that received in the court without the 
United States by other creditors before creditors who have re- 
ceived a dividend in such court shall be paid any amounts. 

e. A claimant shall not be entitled to collect from a bankrupt 
estate any greater amount than shall accrue pursuant to the pro- 
visions of this act. 


‘Section 66 


a. Dividends which remain unclaimed for six months after 
the final dividend has been declared shall be paid by the trustee 
into court. 

b. Dividends remaining unclaimed for one year shall, under 
the direction of the court, be distributed to the creditors whose 
claims have been allowed but not paid in full, and after such 
claims have been paid in full the balance shall be paid to the 
bankrupt: Provided, That in case unclaimed dividends belong to 
minors such minors may have one year after arriving at majority 
to claim such dividends. 


Composition Settlements.—Sometimes the bankrupt 
wishes to regain possession of the business. His object is 
either to continue the business or to dispose of it at a profit as 
a going concern. He may do so under certain conditions as 
provided in the act. He may either before or after adjudica- 
tion offer terms of composition, and if these are accepted by the 
majority in amount of claims filed, an agreement to that effect 
can be made binding by the court upon all. As set forth in 
Chapter III, Sec. 12, paragraph (d): 


=< 
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d. The judge shall confirm a composition if satisfied that (1) it 
is for the best interests of the creditors; (2) the bankrupt has not 
been guilty of any of the acts or failed to perform any of the 
duties which would be a bar to his discharge; and (3) the offer 
and its acceptance are in good faith and have not been made or 
procured except as herein provided, or by any means, promises, or 
acts herein forbidden. 


The Discharge of the Bankrupt.—One of the purposes of 
bankruptcy legislation is to return to economic society a free, 
unencumbered, productive agent. If there has been a proper 
accounting of assets and liabilities, and the division of assets 
has taken place without interference, the bankrupt is entitled 
to a discharge. This gives legal relief from the obligation to 
pay debts in full, but does not relieve the moral obligation to 
pay if able, which many a bankrupt does at a later date. 

Chapter III, Sec. 14, paragraph (b), provides that dis- 
charges are to be granted unless applicant has: 


“(1) committed an offense punishable by imprisonment as herein 
provided; or 
(2) with intent to conceal his financial condition, destroyed, con- 
cealed, or failed to keep books of account or records 
from which such condition might be ascertained; or 
(3) obtained money or property on credit upon a materially 
false statement in writing, made by him to any person or 
his representative for the purpose of obtaining credit from 
such person; or 
(4) at any time subsequent to the first day of the four months 
immediately preceding the filing of the petition transferred, 
removed, destroyed, or concealed, or permitted to be re- 
moved, destroyed, or concealed, any of his property, with 
intent to hinder, delay, or defraud his creditors; or 
(5) in voluntary proceedings been granted a discharge in bank- 
ruptcy within six years; or 
(6) in the course of the proceedings in bankruptcy refused to 
obey any lawful order of or to answer any material 
question approved by the court: Provided, That a trustee 


328 COMPLETING THE CREDIT TRANSACTION ete IV 


shall not interpose objections to a bankrupt’s discharge 
until he shall be authorized so to do at a meeting of 
creditors called for that purpose.” 


Undischarged Debts.—The Bankruptcy Act specifically 
cites certain debts from which the bankrupt is not discharged 
after having passed through bankruptcy. Chap. III, Sec. 17, 
reads as follows: 


a. A discharge in bankruptcy shall release a bankrupt from 
all of his provable debts, except such as (1) are due as a tax 
levied by the United States, the State, county, district, or munic- 
ipality in which he resides; (2) are liabilities for obtaining 
property by false pretences or false representations, or for breach 
of promise of marriage or wilful and malicious injuries to the 
person or property of another; or for alimony due or to become 
due, or for maintenance or support of wife or child, or for seduc- 
tion of an unmarried female, or for criminal conversation; (3) 
have not been duly scheduled in time for proof and allowance, 
with the name of the creditor if known to the bankrupt, unless 
such creditor had notice or actual knowledge of the proceedings 
in bankruptcy; or (4) were created by his fraud, embezzlement, 
misappropriation, or defalcation while acting as an officer or in 
any fiduciary capacity, or (5) are for wages due to workmen, 
clerks, traveling or city salesmen, or servants, which have been 
earned within three months before the date of commencement of 
the proceedings in bankruptcy; or (6) are due for monies of an 
employee received or retained by his employer to secure the faith- 
ful performance by such employee of the terms of a contract of 
employment. 
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CHAPTER XXV 


SPECIAL PROTECTION FOR THE CREDIT 
RELATION 


Fire Insurance.—In addition to desiring that a customer 
shall be a person of good character, with sufficient capacity to 
conduct the business, and also with sufficient capital required 
for its prosecution, the credit man finds it necessary to assure 
himself against the possibility of losses arising through causes 
that may be wholly beyond the control of the customer. A 
man may be doing a successful business, but in the event of 
his property being destroyed by fire, his failure to carry a 
sufficient amount of fire insurance might render it impossible 
for him to discharge his indebtedness in full. It is necessary 
that a merchant should be insured and for a sufficient amount. 
Where he overlooks his interests by failing to carry insurance, 
it is the credit man’s duty to his house as well as to the cus- 
tomer to express a word of kindly advice upon this point. 

In the sale of goods on credit there is a double risk as- 
sumed by the seller, the ordinary credit risk and also the risk 
from fire. The seller keeps his goods in a warehouse well- 
protected by insurance. There is no reason why he should be 
asked to take his goods out of a well-protected warehouse and 
put them into the store of a retailer or purchaser without the 
same protection given in the warehouse. The carrying of 
proper and adequate fire insurance protects both the merchant 
and the jobber or wholesaler and serves to maintain confidence 
and to strengthen credit. The customer’s interest in fire pre- 
vention and fire insurance is frequently an index of his fore- 
sight and of his appreciation of his obligations to creditors. 

This is not the place for a detailed discussion of fire insur- 
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ance, but no credit grantor or student of credit can fully under- 
stand the responsibilities involved unless he knows how impor- 
tant it is for a customer to keep well insured in good companies. 


Liability Insurance.—The credit man, in order to protect 
his firm, must see that his customer is protected from any kind 
of sudden, substantial loss, inasmuch as such loss may result 
in failure in business and loss to the credit man’s firm. <A 
debtor may injure someone in an automobile accident and as a 
result of a suit for damages completely fail and be unable to 
pay his debts. An employee may abscond with large sums of 
money resulting in the financial embarrassment or failure of his 
house. An employee may be injured severely by a factory ma- 
chine bringing about a suit that costs the employer heavily and 
places him in bankruptcy. Many other cases might be cited 
which would indicate the importance of the credit man’s analyz- 
ing his risk, and, if there is possibility of loss through personal 
liability, demanding that the risk be insured to protect both the 
merchant and his creditors. The credit manager of today 
examines carefully all of his credit risks with reference to 
public liability as well as employer’s liability, in order that the 
possible contingency of failure in this way may be avoided. 


Life Insurance.—Capacity and character, two of the three 
C’s of credit, both reside in personalities. Soundness of the 
credit basis requires that the business should be protected 
against a possible loss on the side of personality. Life is un- 
certain at best, and often the executives of organizations, who 
have been guiding geniuses for a period of years and have built 
the credit structure and secured credit recognition, die sud- 
denly, leaving the organization to a very uncertain future. 
Successful credit men are learning to demand this form of 
protection whenever circumstances justify it, and thus not only 
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will they protect themselves, but they will also commit the 
debtor to a sound business policy. 

The master minds and directing heads of big businesses are 
now usually found to be carrying insurance of this type. The 
one-man business, however, has quite frequently given little or 
no thought to this problem and here the credit man must be 
especially on the alert. The human equation looms large in 
the creditor's mind in the case of a one-man business. The 
skip of a few heart beats may mean the winding up of such a 
business or the turning over of it to an untried son or other 
relative. Also that intangible but vital asset—good-will—is 
always more easily impaired or wiped out in the one-man busi- 
ness. The man of small business is in desperate need of 
insurance protection. 

S. S. Huebner phrased in an effective way the importance 
of life insurance when he said that ““The most important new 
development in economic thought will be the recognition of 
the economic value of the human life. I confidently believe 
that the time is not far distant when, in wholesale fashion, we 
shall apply to the economic organizations, management, and 
conservations of life values the same scientific treatment that 
we now use in connection with property.” > It should be em- 
phasized that even in manufacturing and wholesale establish- 
ments the property values are not paramount, rather, it is the 
directing life values which are responsible for the earning 
capacity of these property values. 


Credit Insurance.—Fire insurance protects physical assets 
while credit insurance covers assets which are represented by 
nothing more tangible than a set of figures on a ledger and the 
customer’s reputation for honesty, judgment, competence and 
financial responsibility. The policy, sometimes called a ‘“‘con- 


Jul 1 An address delivered before the National Association of Life Underwriters, 
uly, 1924. 
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tract of guarantee on insolvent debtor accounts” or ‘fa bond of 
indemnity,” as well as a “credit insurance policy,” is only issued 
to wholesale merchants and manufacturers, no provision being 
made for insuring retailers. It guarantees to the policyholder 
that the losses which he may sustain because of the insolvency 
of his customers shall not exceed those which are normally 
experienced in the regular course of business. 


Early Development.—Credit insurance assumed no pro- 
portions of importance until 1900, and the amount of premi- 
ums paid never amounted to much over two million dollars 
per year, with the losses always considerably less than that. 

In its early stages the business was experimental, restricted 
insurance being written at low premium rates. In 1898, after 
the National Bankruptcy Act was passed, policies were broad- 
ened greatly so as to cover all forms of insolvency. From time 
to time they have been further liberalized. In 1916 “unlim- 
ited” policies were introduced, and one of the last steps is the 
addition of a collection service whereby accounts placed with 
the company are handled for collection as explained in detail 
later. The most outstanding recent development has been the 
adoption of a manual or mortality table for underwriting 
against losses. It is the culmination of a long succession of 
mathematical calculations based on experience which developed, 
step by step, the facts that yield the charges necessary to fur- 
nish the protection. The records of the companies covering a 
period of many years, reveal the private, precise, and full ex- 
perience of thousands of wholesale merchants in every line of 
trade, including their sales to variously rated concerns and the 
losses thereon. From this information the Manual of Credit 
Insurance Rates was compiled. Prior to the perfection of the 
manual the underwriting was difficult and was largely a mat- 
ter of judgment for the individual underwriter. Its adop- 
tion has rendered possible the training and development of 
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agents on a large scale, and there has been a gradual increase 
in the agency force. 


Coverage.—This term refers to the amount of insurance to 
be written. The merchant may limit the amount of the policy 
desired. The company limits the maximum coverage on the 
account of any single customer of the insured. _ Coverage lim- 
itations have been developed on the basis of ratings of the 
various agencies, both general and special. All risks have been 
divided into two classes, “preferred” and “inferior.” The first 
usually includes the two highest credit ratings for each capital 
rating, while the second includes the balance. The amount of 
coverage is definitely limited in dollars in the policy itself. 
Policies on “inferior” risks are written only on the basis of 
extra premiums. 


Normal Loss.—A second fundamental factor in credit in- 
surance refers to the practice of basing all policies on the cus- 
tomary, normal, or expected loss. No premium is exacted to 
cover the losses normally incident to the business insured. 
Instead, the policy-holder bears his normal loss and receives 
payment from the insurance company for the losses in excess 
of the normal. 


Premium.—The premium is the charge made and is deter- 
mined by coverage and normal loss and is figured first on the 
average of the various coverages on ratings, second on the 
sales volume, and third on the basis of any special hazards 
involved in the policy. 


Points Covered by the Policy.—The policy is made up of 
the application, the insuring agreement, various conditions and 
stipulations, the premium, the coverage, and the definition of 
insolvency. 
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Policies are generally written for a period of one year, 
although some are written for a longer period. The policy is 
renewable annually, if conditions are satisfactory to the com- 
pany. Each renewal policy may be so arranged as to provide 
not only for losses occurring during its term on sales of goods 
made thereunder, but also for losses occurring during such 
renewal arising from shipments made during the term of the 
preceding policy. The amount and condition of outstanding 
accounts at the date of the beginning of the renewal policy 
have a material bearing upon the terms to be named for the 
renewal policy. 

Warranted declarations of the insured as to the condition 
of outstandings are made for the purpose of revealing informa- 
tion of a vitally important nature. 

If an abnormal condition is indicated in respect to any 
outstanding accounts, a detailed list of debtors so involved is 
required by the insurance company before it acts upon the 
renewal policy. 

Under the “‘limited policy” the aggregate amount of losses 
to be proved is limited to the face of the policy, which is lim- 
ited to an amount commensurate with the premium charged. 
It may, however, be increased by any sum up to $200,000 by 
payment of an additional rate per $1,000 for the additions to 
the face amount. The limited policy thus has a face amount 
which represents the maximum liability of the company on the 
total of losses covered. r 

The unlimited policy has no face amount, and therefore no 
limit to the amount of insurance that may be so collected under 
the policy on the aggregate of the losses covered. As long as 
the individual losses come within the amounts specified in the 
table of ratings contained in the policy, they will be paid, re- 
gardless of their total amount. The unlimited policy is issued, 
however, only where the largest amount on any one individual 
debtor is limited to an amount not regarded as excessive for 
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this form of policy. For an unlimited policy an extra premium 
charge is made, over and above that for the limited policy. 

The non-collection form is the same as the collection form, 
except for the omission therefrom of those clauses appertain- 
ing to collection of accounts, and a clause in the section defin- 
ing as insolvency the past due accounts placed with the com- 
pany for collection. 

The collection policy is in two forms, one known as the 
“optional” collection policy and the other as the “compulsory”’ 
collection policy. 

The optional collection policy permits the insured to elect 
whether he shall file an account due and payable, but not over 
60 days past due, with the company for collection and have 
it admitted, for the purposes of the policy, as insolvent. Where 
a past due account is not filed for collection, but the debtor 
becomes insolvent during the policy period, the account must 
then be filed with the company for collection. This optional 
policy is at a fixed premium, and limits the liability of the com- 
pany to past due accounts filed and accounts becoming insolvent 
during its term of one year. The renewal privilege applies to 
this optional form. 

The compulsory collection policy provides that no loss 
shall be covered on any account unless placed with the company 
for collection before it is 75 days past due. If an account is 
more than 75 days past due it is not covered under the policy, 
whether or not the debtor becomes insolvent. This policy is 
framed particularly for those houses which are willing to pur- 
sue in their business the rule of prompt collecting. 

This compulsory form protects against covered losses, 
whenever they occur, on all sales made during the policy period, 
and therefore needs no renewal privilege. The advance prem- 
ium is the minimum, and if the sales during the year exceed 
the sales estimated at the time of the issuance of the policy, an 
additional premium on sales in excess of the policy minimum is 
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collected in the same proportion. This is necessary because 
covered losses occurring after the policy expires, on all sales 
made under it, are provable. 

Under both forms of the collection policy the company 
proceeds to collect the amount of the account as soon as it is 
filed, and remits promptly to the policyholder the amount it 
collects, less, of course, the agreed collection charges. The un- 
collected part of the account is proved as a claim for loss under 
the policy and the policyholder is relieved of the burden of 
otherwise proving his claim. 

The service is not rendered with a view to yielding a profit 
to the company, and does not do so. It is a service feature 
said to save policyholders numerous losses. In cases where 
the debtor is insolvent, the company prevents much waste where 
creditors themselves, either through ignorance of the law or 
by carelessness, do not preserve their rights. 


Insolvency and Losses.—The determination of insolvency 
and the procedure followed in establishing and paying losses 
are important. In addition to covering a case where the ac- 
count is filed with the company for collection, the term insol- 
vency includes certain items covering actual insolvency, and 
impairment of assets. This would include a situation where 
the assets are held in any judicial proceeding to be insufficient 
to pay debts in full; where a petition in bankruptcy has been 
filed, where debtor offers compromise, makes assignment, or 
absconds; where any lien has been given on the property of 
debtor; where the debtor sells stock in trade; or where the 
debtor makes confession of a judgment. 


Advantages.—It is argued in favor of credit insurance 
that it gives the business man greater control over his costs, 
inasmuch as he need only add the premium, or cost of his 
insurance protection to his normal or initial loss and other 
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fixed costs to ascertain the exact cost of production, thus en- 
abling him to compute his anticipated profits with a greater 
degree of certainty and accuracy. Second, it is also pointed 
out that it tends to make the credit man more careful, and 
forces him to keep a closer watch on his accounts in order to 
make certain that he keeps well within the provisions of his 
policy. He must strictly observe the changes in the agency 
capital or credit rating of his customers, for the losses are 
adjusted on a basis of the latest information that was avail- 
able at the time the goods were sold. Thus it is argued that 
instead of eliminating the credit man, credit insurance serves 
as a guide to the credit man, and induces the exercise of care 
and caution on his part in the extension of credit. A third 
argument advanced in its favor is that when the risk of exces- 
sive loss from bad debts is insured against, the house can take 
larger chances in extending credit and thus increase the volume 
of business. 


Objections.—Credit insurance can be abused much more 
easily than well used. To a credit man who is even slightly 
inclined to shirk his responsibility or take too long a chance 
it will prove fatal and against the best interests of his house. 
The very fact that he is dividing responsibility and putting the 
possible loss on someone else will make him more lenient in 
granting credits. The specific facts in regard to a customer 
which a credit man must watch to keep within the requirement 
of his policy are not extremely significant. The credit man’s 
house will not be likely to hold against him a loss from bad 
debts if it is covered by insurance, provided that he can show 
that he has increased sales by taking this chance. It is often 
questioned if credit insurance, as now conducted, has any value 
to the strong, able, watchful credit man, and whether it does 


not constitute a burden on him for the benefit of his weaker 
brother. 
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Credit insurance, as it is at present employed, protects the 
insured to a limited degree against unexpected credit losses. 
Whether or not business men should carry such insurance de- 
pends largely upon the answer to the following question: Can 
an equal degree of protection be obtained in any other manner 
and at a smaller expense? Carrying insurance of any kind is 
a considerable expense, and if this expense can be saved over 
a period of years it is poor business to carry it; if the loss 
more than offsets the cost, both in money and from the stand- 
point of sound credit practice, then such insurance should be 
carried. 
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Part V.—Credit Problems in Special Fields 


CHAPTER XXVI 
SPECIAL FEATURES OF RETAIL CREDIT 


Credit for the Ultimate Consumer.—The era of transition 
in retail service which has led from “cash and carry” to “May 
we charge it?’ has not been bridged without a great deal of 
spirited controversy. It is doubtful if the proportion of credit 
transactions to cash transactions will ever be less than it is 
at the present time in spite of the fact that we read such articles 
in business magazines as “Love not your charge customer less, 
but love your cash customer more.’’ In the retail credit chain 
we find the ultimate consumer functioning as the last link. 
He it is who uses for the direct satisfaction of his wants that 
product which has passed successively through productive 
processes. He it is who illustrates Aristotle’s definition of 
economics when he said, “That science which deals with in- 
dividual income and expense,” for the credit customer is con- 
tinually attempting to balance his monthly expense with his 
monthly income. 

Retail credit transactions are based on the ultimate pur- 
chasing power of the customer. Their success lies, in the last 
analysis, in the careful granting of credit to the reliable 
ultimate consumer; in the tactful collection of these credits— 
that is, in the scientific credit man. The successful retail credit 
man is the product of this era of cash to credit transition and 
has been able, through his own growth and policies, to justify 
the granting of credit to the retail customer. 
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The majority of merchants today realize that the extension 
of careful, scientific credit to their customers tends towards 
stability and permanency in store sales; facilitates the handling 
of adjustments and complaints; furnishes the opportunity for 
a greater personal appeal in advertising; serves as a tangible, 
statistical means for gaging the trend of store buying; and in- 
creases good-will in so far as the credit customer continues to 
receive courteous treatment and to think of the store as “his” or 
her” ‘store. 

For the ultimate consumer there exists the ability to fill 
the immediate need without the immediate payment; a per- 
sonal relationship with the store resulting from becoming 
“known” as a customer, more courteous sales and adjustment 
service and a consequent more perfect understanding of store 
policies; the probability that, at a future date when peculiar 
credit is needed, he—or more especially she—may be able to 
receive this credit based primarily on her former record as a 
good character and credit risk. 


The Granting of Retail Credit—In the dominating im- 
portance of the personal interview as a source of credit in- 
formation is probably found the most distinctive factor rel- 
evant to the problem of granting retail credit. “Interviewing 
the applicant” is the touchstone of retail credit granting. If 
this is well done, success is achieved. Interviewing the appli- 
cant is a matter of systematic investigation, of well-planned 
blanks, of provision for organization routine and courtesy in 
opening and handling a large number of accounts. It is a mat- 
ter of personality analysis, demanding a type of business 
acumen which brooks no comparison with the analysis of 
financial statements, or a Dun or Bradstreet rating book, though 
these may sometimes be necessary. In the words of the leading 
department store credit men of the country, “two or three of 
these interviewers who have been with us for the past four or 
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five years can almost instantly decide whether or not an 
account is good or bad during that period of time that it takes 
for the average woman customer to pass from the railing to 
the interviewer’s desk.” Experience with thousands of in- 
dividual cases gives the interviewer what is sometimes termed 
a “sixth sense,” so that the questions on his blank are often- 
times a means by which an impression or decision has been 
checked, rather than the original basis upon which the decision 
is made. 


The Application.—The foundation of all accounts is, of 
course, the application, and the more thoroughly the applica- 
tion is taken the better prepared will the credit manager be to 
determine the extent to which credit is to be granted. Inter- 
viewing applicants is an individual matter. No rules can be set 
by means of which the information is to be gathered from each 
applicant. General conversation may develop more informa- 
tion than direct questioning. 

The routine of securing information and the methods of 
filing such information are determined primarily by department 
policy. There are, however, certain basic facts which every 
store must know before granting credit to the retail customer. 
It seems unimportant, but the efficiency of a credit department 
can be measured by the exactitude with which names, initials, 
and places of residence are recorded. Inasmuch as retail credit 
is personal credit the business address, the business telephone, 
- the name of the firm where the applicant is employed, the 
length of his service in this and other positions and the length 
of time he has resided in this community are absolutely neces- 
sary. Of like importance is the place where the applicant 
carries his bank account, the address of this particular bank, 
taking care to ascertain whether it be a central or branch bank, 
the kind of account and the exact name in which the account is 
carried. The customer may desire to pay by check. Here a 
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banking signature, if different from the crediting signature, 
should be secured. Knowledge as to whether the applicant is 
a property owner and the type of his interest in that property 
also aids in measuring his ultimate paying ability. 

The careful credit man should ascertain other facts; the 
establishments in which the applicant has formerly enjoyed the 
charging privilege, if any; the approximate age of the appli- 
cant; the name of a relative or friend now living in the city, 
or similar information concerning a former employer. Often 
such miscellaneous information as, “Sold home in Chicago just 
prior to leaving for Los Angeles. I am now receiving pay- 
ments through the Continental Trust Company of that city,” 
aids greatly in the final determinations of credit granting. 


Checking the Application.—For purposes of internal ad- 
ministration it is important that the person opening the account 
have his name indicated on the original application card. If 
the account has been opened by the wife, it is important to get 
the name of the husband in order that he may receive a letter 
giving him knowledge of the fact that an account has been 
established. It often occurs that two or three members of 
the family may wish to use the same account and, when this 
has been authorized by the credit customer, their names should 
also be included on the blank. 

In the granting of retail credit it is of prime importance 
that the customer understand that bills are rendered and due 
monthly; that, should any special or emergency credit be de- 
sired, this matter must be taken up in person with the credit 
manager. 

With the aid of his peculiarly developed “sixth sense” the 
successful credit man is able to determine with a fair degree 
of accuracy whether this new applicant will be a desirable credit 
risk. However, retail credit can not be entirely a matter of 
character and identification and the credit man must determine 
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as far as possible the applicant’s capacity to pay. For this 
information he checks first the employment, bank and personal 
records of the applicant either by letter or telephone. If the 
applicant has stated that she has a charge account in a local 
store or in another state, it is a comparatively simple matter 
to secure information concerning her credit standing through 
the retail central clearance offices. 


Credit Limits.—The determination and enforcement of 
monthly credit limits which a customer may enjoy is a matter 
of store policy. These limits, however, should be determined 
at the time of the initial interview with the applicant, if possi- 
ble, and should be dependent upon the economic status of the 
individual. In the case of the average salaried person it is 
a matter of common practice to place the limit as one-fourth 
of the monthly salary. If it is found that the customer has 
exceeded her credit limit, the matter is sent to the refer clerk 
who, having access to collection files and ledger information, 
refuses or extends the credit, the decision being dependent 
upon the former credit standing of the individual and the wis- 
dom of her purchasing. At this time a personal interview with 
the customer is often desirable. 


Customer Identification.—One of the problems of credit 
extension which must be solved is that of customer identifica- 
tion ‘“‘on the floor.” In order to protect the customer against 
fraudulent buying on her account, it is necessary that some 
means of identification of the customer when giving the charge 
be perfected. Several systems are in use at the present time, | 
namely, presentation of charge coins or courtesy cards, floor 
manager identification, or customer signature—none of them 
fraud proof. 

The principle underlying the issuance of charge coins and 
courtesy cards is fundamentally the same—that each credit 
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customer is given an account number. This number 1s 
assigned to her by means of the charge coin or courtesy card 
and authorization of her charge is made relatively simple by the 
presentation of one of these means of identification. The coin 
number and charge name must, of course, coincide when the 
charge is sent for authorization. Against these means of 
identification it is argued that coins and cards are readily lost 
or forgotten. In case of loss there is the danger of fraudulent 
buying on the account unless the coin loss is reported imme- 
diately. Customers often will shop elsewhere when their iden- 
tification means has been forgotten rather than submit to the 
delay and possibly unpleasant questioning by the floor manager. 
In many stores this difficulty is overcome by asking the cus- 
tomer to place her signature on the charge check for identifica- 
tion and this check is then authorized by a comparison of this 
signature with that already secured for the visible files. 

The system of identification by the floor manager presup- 
poses the employment of capable, conscientious men, and their 
training, preferably by a credit official, in ways of tactfully 
securing identification in the personal interview with the cus- 
tomer. Identification having been secured to his satisfaction, 
the floor manager O. K.’s and initials the check and it is sent 
through the usual channels for authorization. From the stand- 
point of the customer, this is probably the most satisfactory 
means of identification. The delay in reaching the floor man- 
ager is usually slight and the small personal contact cheerful 
and friendly, offering an element of personal interest. The 
success of the system depends entirely upon the selection and 
training of these men. 

Few stores at present require the signature of the customer 
on all charge purchases. It has been found, however, that 
the request for signature on charge-take purchases has proved a 
ready means for preventing fraudulent buying. 
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To the customer, credit authorization means little more than 
having to wait a short time for the delivery of her charge-take 
purchase, or, perhaps, a requested interview with the credit 
manager when her credit limit has been reached. 


The Returned Goods Problem.—The granting of retail 
credit can not prove profitable to an establishment if its cus- 
tomers repeatedly charge more goods than they desire and 
issue a “wagon call” for their return. This “returned goods 
evil” has necessitated the organization of an adjustment de- 
partment and its close cooperation with the credit manager. 
In the past goods have been charged, used, and their re-accept- 
ance by the retail establishment demanded on the basis that 
these goods have not been paid for and therefore really belong 
to the store. Educating the public to the unfairness of return- 
ing such goods and the consequent financial loss to the estab- 
lishment was greatly furthered by the conditions arising during 
the recent war, yet much remains to be done. At present most 
establishments have set a three to five day limit for the return 
of goods, have carefully defined the type of goods which may 
be returned and have reserved the privilege of refusing the 
return of goods soiled or damaged while in the customer’s 
hands. Exchange and adjustment conditions are becoming 
better but are still open to great improvement. 


Retail Credit Department Organization.—In the opera- 
tion of retail credit, the credit manager has become an increas- 
ingly important factor in the success of the retail establish- 
ment. 

Having received the application and made a temporary de- 
cision as to the line of credit to be granted, the remaining duties 
of the retail credit department are included in such items as, 
authorizing charge purchases from day to day, keeping up the 
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credit records, cooperating in the handling of complaints and 
adjustments, and developing a collection system which brings 
in the payments as regularly as possible from month to month. 
With numbers of personnel and limitations of duties dependent, 
of course, upon the size and scope of the credit department, 
credit organization, in general, includes (1) the credit men 
who interview the customers, take the credit application and 
establish a temporary limit; (2) the clerks who check the 
application for further inquiry, and follow up, record and file 
the information thus secured in the prescribed manner of their 
particular organization; (3) the clerks who compile and for- 
ward the necessary credit information to the auditing and bill- 
ing departments; (4) the charge authorizers who O. K. credit 
who facilitate the handling of past due and difficult accounts 
charges within the determined limits; (5) the collection clerks 
which come to their notice through the charge authorizers or 
auditing departments. 

Probably the most vital problems arising in the granting of 
retail credit are those of securing reliable credit information 
concerning the applicant, of promoting the rapid authorization 
of charge sales with a maximum of efficiency, and of collecting 
from the retail credit customer. 


Clearing Retail Accounts.—The range of information to 
be secured from the customer at the initial interview has been 
stressed. It remains now for the credit department to check 
such information, determine as definitely as possible the stand- 
ing of that customer as a credit risk, and to make a final de- 
cision as to the credit limits to be enjoyed by that customer. 
With the rapid increase in demand for retail credit and the 
advantages to the merchants resulting from such demand, there 
has arisen in most large civic centers a Retail Merchants Credit 
Association. This association, taking as standard for its 
operation a modification of the principles of Dun and Brad- 


Ch. 26] SPECIAL FEATURES OF RETAIL CREDIT 349 


street, serves as a clearing house for information on retail 
credit customers. 

When an application for credit is made in one store by a 
person who enjoys or has enjoyed the credit privilege in other 
stores, it is a comparatively simple matter to secure informa- 
tion concerning the credit standing of this customer through 
tnis Central Clearance Bureau. The Bureau requests the de- 
sired information—usually the date of opening the account, 
the highest credit, the amount now owing, for what months 
and the date of the last purchase—from those establishments 
which are recorded as having had credit dealings with the cus- 
tomer. This information is compiled and forwarded to the 
source of inquiry. Upon its findings credit may be granted 
or denied. These central clearance offices have proven invalu- 
able, both to the buyer and the seller, for this information is 
available to all bureau members and the individual buyer is 
able to open an account at two or three stores with very little 
time and trouble in the transaction. For the seller it makes 
available complete information of the experience of other es- 
tablishments with that particular applicant. 

Cooperation between banks and retail credit men has be- 
come increasingly beneficial. The relationship between the 
bank and its depositors is, of necessity, confidential, but with 
the increasing proof to the banks that credit managers use the 
information given them wisely, it is now possible to secure 
such information as the bank is able to offer concerning the 
applicant’s financial standing. 

Should the account be the first established, it is important 
to secure the employer’s estimate of the character of the appli- 
cant and his capacity to pay. Personal references serve as a 
means for identification of the new customer and may prove to 
be the source of valuable information concerning those cus- 
tomers who prove to be real collection problems. 
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Authorizing Charge Purchases.—The question of author- 
izing charge purchases involves so many different accounts 
each day that mechanical assistance by means of which action 
can be taken quickly in the matter of credit sales is absolutely 
necessary. The authorization of the sales checks is a vital 
item of service in all retail organizations. It is the basis of 

- ,all charge records; the original is the posting and billing me- 

dium; the duplicate is the customer’s memorandum; and the 

-<youcher, after being O. K.’d and acting as an authority for 
‘\wrapping, is used for auditing purposes. 

In the small store the authorization of charges is scarcely 
a problem. When the sales check is completed, the clerk either 
takes it to the credit office or sends it by messenger. It is pre- 
sented to the credit manager or bookkeeper and returned 
“checked.” Ina city where thousands of active accounts must 
be authorized daily, it is absolutely essential to have speed to- 
gether with safety and accuracy. 

Before authorization is given, identification of the cus- 
tomer must be made. Identification being satisfactory, author- 
ization may then be secured by folding the sales check, charge 
name and address outside and inserting it in the colored car- 
rier used for the charge-take purchase. These checks are then 
either handled by a charge authorizer in the tube room or 
relayed to the credit department where the O. K. stamp is 
placed upon the check and it is returned by tube to the wrap- 
per’s desk. To secure authorization by electric telephone the 
salesperson or wrapper inserts the check in a small register, 
secures connection with the authorizing room by pressing a 
button which flashes a light at the authorizing keyboard. A 
slight ring signals the salesperson that the authorizer is ready 
to receive her charge. The name, address and identity of the 
person buying (if she is authorized to buy on the account but 
the account is not in her name), and the amount of the sale 
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are transmitted to the authorizer who consults her visible files 
and O. K.’s the credit by pressing a button which releases an 
electric device that perforates the inserted sales check. 

The relative merits of the tube or electric telephone meth- 
ods of authorization depend primarily upon the size and or- 
ganization of the retail establishment. It is argued that mis- 
takes in authorization resulting from incorrect taking of names, 
initials, or addresses on the part of the salesperson are minim- 
ized by the tube system of authorization because that system 
requires the handling of the check by a second person and the 
direct comparison of those details with the visible files. If 
the request for authorization by telephone is made by the wrap- 
per rather than the salesperson, however, there is here a second 
person handling the transaction and serving as a check upon 
the accuracy of the salesperson. With the increasing size of 
an organization, the tube system is in danger of becoming un- 
wieldly, especially when the tube is used for other than charge 
transactions. It then becomes necessary to devise a system of 
special carriers and to duplicate or transfer the authorization 
files to the tube room to avoid the loss of time in relaying these 
charges to the credit department. On the average, authoriza- 
tion by tube is accomplished at the rate of one every sixty sec- 
onds. Authorization by telephone, eliminating the folding, 
sending, unfolding and re-sending of the check, is accomplished 
on an average of one every thirty seconds—a decided factor in 
the busy retail establishment. 

In smaller establishments it is feasible to have the central 
authorizing room located in the credit department, thus making 
possible a more accurate check on credit risks. In large es- 
tablishments there may be a central authorizing room with 
duplicate files in the delivery room and authorizing room. In 
the latter case the delivery room authorizes by stamp all charge- 
sends, the authorizing room taking care of charge-take transac- 
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tions. All questionable credits are, of course, referred to the 
credit department. 

Behind successful charge authorization must lie the coopera- 
tion of the ledger and billing clerks who report each day to 
the credit department accounts over the limit, partial payments 
on accounts and accounts past due. It is then the responsibil- 
ity of the credit department to see that such information as is 
of value to the authorizer be placed on the visible credit files 
now in current use. 

The authorization of those charges which would place the 
value of monthly purchases beyond the established credit limit 
usually falls to the refer. authorizer, who advises the credit 
manager of the situation if he feels unable to pass judgment. 
In deciding what action to take on these charges it is well to 
consider the former paying habits of the customer, how long 
she has been a patron and what kind of merchandise is being 
purchased. Irregular or heavy purchasing may prove a danger 
signal. A personal interview with the customer at this time 
may prove a very satisfactory means of handling the doubtful 
situation. 


The Retail Credit Man as a Sales Builder.—The success- 
ful credit man efficiently supervises the handling of those sales 
which cover approximately 50% of the retail trade but he 
does more than that. Working accurately on the assumption 
that the advantages of the ability to “charge it” are appreciated 
by the customer and prove business builders for his organiza- 
tion, the alert credit man actively solicits new accounts. From 
various sources he secures the names of new arrivals in the 
city, estimates their probable value as credit risks and issues 
an invitation to open an account with his organization. Tele- 
phone and business directories and “Blue Books” have proved 
valuable as means for securing new names, advertising, and 
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soliciting accounts. The efficiency of a credit man should not 
be judged solely by the low ratio of his credit losses but he 
should also be considered in connection with the amount of 
business that he brings in. 


Collecting from the Retail Buyer—Wholesale collection 
involves dealing with men who are in business and who, to a 
certain extent, understand the problems of business, the impor- 
tance of financing a business and the essentials of a sound 
collection policy. The retailer, on the other hand, is selling 
to thousands of individual people engaged in different occupa- 
tions. Some of them never come into contact with questions 
of credit or business financing save as they are called upon to 
pay for the goods which they have consumed and which have 
been furnished them from month to month by the retailer. 
The collection policy must necessarily, then, be one which can 
be made to apply to a large number of individuals. The retail 
credit man is dealing in personal credit. He sells consump- 
tion goods, goods which, in many cases, have disappeared by 
the time payment is due, leaving only the vague memory of sat- 
isfaction enjoyed. All these points tend to make the way of 
the retail collector difficult and he must make his appeal fit the 
particular situation in accordance with the problems involved. 

The mediums through which wholesale or retail collections 
are made are essentially the same: the statement, a system of 
letter follow-up, the use of telephones and telegrams, personal 
collectors or collection agencies and legal procedure. In retail 
collection there are probably as many collection systems as there 
are retail establishments but behind these systems there lies 
essentially the same objective—to secure the payment and 
retain the good-will of the customer. 

The monthly statement serves as a reminder to the cus- 
tomer that payment for her purchase, under the conditions 
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explained when credit was granted, is now due. The store 
policy defines the time limits beyond which an account is con- 
sidered overdue, some considering an account to be overdue at 
the expiration of the thirty days, others extending the time 
and some few even allowing a customer to take six months 
credit and still retain good credit standing. 


The Overdue Account.—The overdue account having been 
turned over to the collection manager, he proceeds to collect. 
An average of from four to six letters are sent to the de- 
linquent customer, their content depending upon the policy and 
ingenuity of the collection manager. Form letters are coming 
into disrepute because of their evident mechanical make-up and 
failure to fit the individual case in hand. Form paragraphs 
are, however, most valuable, and when properly filed and keyed 
afford a great aid for stenographic composition of collection 
letters. Stickers and stamped announcements that the account 
is past due on the monthly statements often prove a means for 
collection and avoid the item of letter follow-up. 

The use of the telephone and telegram are of undisputed 
value. The telephone serves as a time saving method for 
informing the customer verbally that his account is long past 
due and a remittance is desired, also a verbal statement is 
often much more forceful than an increasing influx of written 
ones. The telegram is a most forceful reminder, impressing 
the debtor with a need for haste, but this telegram should be 
well timed and carefully worded that it may not prove a legal 
weapon in the hands of the debtor. 

When other methods fail, the retail establishment has re- 
course to its personal collector or “‘outside man’”’ who calls on 
the delinquent and requests payment; or a forceful letter may 
be written on the letter-head of a purported collection agency; 
or the account may be turned over to an attorney for collection 
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and legal steps taken. All of these methods have their relative 
advantages and disadvantages and should be adapted to fit the 
case in hand. In localities which are so fortunate as to have 
the Retail Credit Men’s Association serving also as a last 
resort collection agency, it is often. possible to secure payment 
through a letter from the agency explaining to the delinquent 
the seriousness of impairing her credit standing with that 
organization. 


Points in Good Collection Management.—The successful 
collection manager knows each day the accounts that should 
come to his attention on that date. Such information necessi- 
tates a perfect follow-up filing system. The most accepted 
system for this purpose is the “Diary dating system,” in which 
the folders, of size to contain correspondence without creasing 
it, are numbered consecutively from 1 to 31 and represent the 
current and one or two succeeding months. By this means all 
information concerning a delinquent account may be filed at 
the date at which a reply to correspondence may be expected 
and a perfect check thus kept upon its collection standing. 
When forceful or legal methods must be taken to secure the 
payment of an account, separate records and files should be 
kept of these accounts, the names should be removed from the 
active charging lists and further action taken on these charges 
when the account has been cleared. At this time these accounts 
may either again be placed on the active files or further credit 
refused. 

The collection manager must never lose sight of the fact 
that he is not only an important medium through which the 
store is able to liquidate its debts and increase its turnover, 
but a salesman of store good-will. His policy must be that 
of educating the customer toward paying her debts promptly, 
of assuring her of the favor she is granting the store in accept- 
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ing credit, of creating in her the desire to continue her pleasant 
relations with that particular establishment. 
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CHAPTER XXVII 
INSTALLMENT SALES AND COLLECTIONS 


Extending the Time for Payment.—During the past 
decade, selling on the installment plan has seen phenomenal 
growth. For many years before business men realized the 
full possibilities of this method of sale, though it was more or 
less common to sell real estate, furniture, and pianos on the 
installment plan, to think of selling other articles in a similar 
manner was out of the question. Thus the growth of install- 
ment sales dates practically from the beginning of the twen- 
tieth century, its possibilities foreseen by the growth of the 
automobile industry and the incorporation of companies to 
finance the purchase of cars on the installment plan. Articles 
of every description for modern consumption are now being 
sold on this basis. The government itself used this plan in 
floating the Liberty Loans, with the result that a market 
hitherto non-existent was created for the sale of billions of 
dollars worth of bonds. 


Ethical Considerations.—Ethical considerations weigh 
heavily when viewing the ease with which installment credit 
may now be received. With a nickel assuming such propor- 
tion as to serve as initial payment on a phonograph, the ques- 
tion arises whether it be ethically sound to urge such liberal 
credit—a credit that may prove the indirect means of mort- 
gaging the average individual’s entire income through monthly 
payments due for desired possessions. Whatever the con- 
siderations involved, it is true that installment sales and credits 
are coming to occupy a large part in sales transactions and 
offer a large profit to the successfully operating installment 
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house. The question as to whether or not such selling is desir- 
able depends upon the answer to the question, “Is the buyer 
more productive through the use of these goods than without 
the use of these goods?” 


Plans of Payment.—The credit aspect of installment sell- 
ing differs only from ordinary credit transactions in that pay- 
ments on the particular articles are arranged in consecutive 
order in such a way that in a period of time individual com- 
modities are completely paid for while the buyer has the use 
of these commodities during that period. It is, of course, a 
lengthening of the credit term with an attempt to withhold 
good title in a more or less durable object until the terms have 
been complied with. The merchant who sells on the installment 
plan has the advantage over the merchant operating on the 
retail charge account basis, in that he usually receives a cash 
down payment and withholds complete title to the possession 
of the goods by the purchaser until such time as payments have 
been satisfactorily completed. His credit risk is, however, 
necessarily greater, his major activities resting in the credit and 
collection departments. 

With the growth of those establishments which sell mer- 
chandise on installment credit primarily, it has become neces- 
sary for the retail establishments to encourage sales within 
their stores on the installment basis. Such sales furnish a 
large field for advertising and sales promotion, vastly enlarge 
the field of credit operation, and, it has been asserted, encourage 
the sale of approximately fifty per cent more merchandise. 
Through the offering of contract sales, people with little money 
are enabled to purchase now and pay later, thus encouraging 
thrift that payments on an enjoyed article may be completed 
and its final possession secured. The retail establishment, how- 
ever, operates on a smaller margin of profit. The down pay- 
ment is therefore apt to be greater and will be dependent upon 
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the resale value of the article. For example, furniture and 
rugs usually require one-fourth to one-third down payment; 
musical instruments, one-tenth; draperies, one-half. The 
greater the equity a purchaser has in an article, the more careful 
he will be in his use of it and the more anxious he will be to 
pay his obligations. Payments are usually distributed so that 
the account will be cleared in not more than a year. 

Operating as it does with a larger margin of profit, the 
installment house is able to take greater risks, selling its goods 
with an initial payment often as low as 8 per cent. Subsequent 
payments are usually heavier, however, with the indebtedness 
distributed in such a manner as to secure its clearance in not 
niore than five months. 

The installment business offers increased opportunity to 
the buyer as well as to the seller. As his benefit, the buyer 
receives the use, enjoyment and future possession of articles 
which he might otherwise be unable to purchase. The seller 
is afforded an opportunity for increased business and increased 
profits if he is careful in his selection of credit risks, in his 
decisions on values and terms of sales, in his collection policies 
and in his determination of the point at which repossession 
of the articles sold is desirable and justified. 


Financial Problems of Installment Selling.—The busi- 
ness house which expects to sell on the installment plan must 
face squarely certain problems in order to insure success. The 
first problem is, of course, the increased demand for capital. 
The need for working capital comes from the cost of the goods, 
the selling cost which must, necessarily, be added to the cost 
of the goods which are to be sold, and the administrative costs 
which must also be included. If there is any variation in 
the plan of selling by which the time is extended from the 
date of selling to the date of collection, there is a resultant 
increased demand for working capital. Any expansion of sales 
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is apt to work disastrously to the firm unless there is sufficient 
capital to meet this demand. Let us take the hypothetical case 
of a product which sells at a retail price of $100." 


Coming back now to the financial problem of carrying on an in- 
stallment business, let us take the hypothetical case of a product 
which sells at a retail price of $100. We will say that the cost to 
the manufacturer or retailer is $60, the selling expense is $20, 
and the overhead charges, including collection expense and loss, 
are $10, leaving net profits of $10. We will assume that the firm 
which sells this product disposes of 50 of the articles during the 
first month of operations; 100 the second month; 150 the third 
month; 200 the fourth month; and thereafter regularly sells 200 
each month. We will assume, further, that installment payments 
are made at the rate of $10 per month. In order to simplify the 
problem, we will make the arbitrary assumption that the whole 
$90 outgo, including collection expense and loss, is incurred at the 
time each sale is made. Under these assumed conditions, how much 
working capital will be required to “swing” the stated volume of 
business? During the first month outgo would be 50 ‘times $90, 
or $4,500, and the cash receipts would be 50 times $10, or $500, 
leaving a cash deficiency of $4,000. During the second month the 
outgo would be 100 times $90, or $9,000, while the receipts would 
be $500 covering sales made during the first month, plus $1,000, 
for sales during the second month, making a total of $1,500; leav- 
ing a cash deficiency of $7,500. 


Cash Accumu- 
Deficiency lating 
Outgo Receipts for Month Deficiency 
First month $4,500 $500 $4,000 $4,000 
Second “= 9,000 1,500 7,500 11,500 
Third “ 13,500 3,000 10,500 22,000 
Fourth x 18,000 5,000 13,000 35,000 
Fifth ss 18,000 7,000 11,000 46,000 
Sixth a4 18,000 9,000 9,000 55,000 
Seventh re 18,000 11,000 7,000 62,000 
Eighth s 18,000 13,000 5,000 67,000 
Ninth My 18,000 15,000 3,000 70,000 
Tenth by 18,000 17,000 1,000 71,000 
Eleventh me 18,000 19,500 500 70,500 
Twelfth ‘ 18,000 19,500 1,500 59,000 


1 Lough, W. H., Business Finance, p. 402 
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It is clear from the above table that, in case the installment 
seller intends to carry the whole burden of financing on his own 
shoulders, he must be prepared with a working capital amounting 
at a maximum to $71,000. Unless his business afterwards in- 
creases more rapidly than his cash receipts, he will be able later 
to draw large profits in cash which are the accumulating result 
of sales that he has made during the preceding months. 


Loss of Capital Through Bad Accounts.—A second prob- 
lem arises in the loss through bad accounts. This is particu- 
larly true in connection with the sale of consumption goods 
such as pianos, phonographs, vacuum cleaners and_ books. 
There is a thrill and interest in the newly purchased object 
which makes payment easy within the first ten or thirty days, 
but after the newness has worn off and the article has become 
slightly shabby or worn, the buyer has a thousand excuses as 
to why he should not be particularly interested in meeting his 
payments regularly. This natural inertia is one of the serious 
difficulties in connection with installment selling. As business 
grows and the number of these accounts becomes greater there 
is a constantly increasing cost of goods sold which has to be 
compensated for by additional working capital and additional 
collection costs. 

Remedial measures in installment financing have been well 
outlined as follows: 


When the dealer has arrived at a point where the amount 
owing him in installment accounts has reached the previously 
determined limit of prudent capital investment; or, in the absence 
of such previously determined amount, realizes that he is becom- 
ing hampered and restricted for want of cash, it is surely time 
for him to apply the brakes. This can be done in two ways: first, 
by refusing new business in excess of the amount currently realized 
from collections; and second, by arranging for new capital, or by 
pledge of lease contracts as collateral. It is important and funda- 
mental that such loans shall be self-liquidating, and shall have no 
other fixed due date. Carefully selected contracts, with an initial 
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payment of at least twenty-five per cent of the purchase price, 
make it a sound and profitable investment. The dealer must, how- 
ever, take care to see that the charge for the service is not 
excessive, or so burdensome as to rob him of all profit. This new 
capital is variously obtained from the dealer’s own bank, financing 
companies, or friends.’ 


Management of Installment Sales——Unique problems 
present themselves in the granting of installment credit. The 
nouse granting such credit is, of course, protected by the sales 
contract and enabled to secure repossession of its goods in 
case of default of payment, but these are “last resort” methods. 
The primary aim of credit granting is the arrangement of 
such terms that the buyer may be able to meet his payments 
when due and secure final possession of the desired article in 
his own right. 

Of prime importance, therefore, in the determination of 
installment credit is the’ moral risk involved, hence the em- 
phasis that is placed by all credit men on an accurate deter- 
mination of the character of the applicant. Estimation of his 
honesty and integrity may be verified by securing statements 
of his past record from such sources as he may suggest or the 
position of the house make available. In the moral risk 
involved, there must also be considered the customer’s willing- 
ness to pay, the determining factors of which may be: his 
place of residence—whether commensurate with income as 
represented and accompanied by a fair degree of permanency 
of residence; his environment; his social connection; his mar- 
ital status; his occupation; and his intelligence. The ability 
to pay may be estimated from the financial record secured from 
the applicant, taken with due reference to his probable willing- 
ness to discharge his indebtedness. The ability to pay deter- 


? B. W. Griffin, Installment Sales and Collections, p. 13, 
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mines the limit of credit to be granted, serving as an aid in 
singling out persons who are inclined to be too extravagant 
and hasty in their purchasing. 

It is often impossible to secure from those asking credit 
in the installment house a definite statement of their financial 
position and obligations. It is essential, therefore, that the 
credit man secure in his interview the amount of weekly, 
monthly and yearly income (indicating steadiness of employ- 
ment) and a statement of any legal trouble the applicant may 
have had. These facts secured, the credit manager is enabled 
to make a fair estimate of the moral and financial risk involved, 
to extend his credit and state his terms. 


Installment Sales Procedure.—The retail establishment 
which: is not primarily an installment house completes the 
conditional sales transaction in various ways. Those sales 
which are made on a basis of monthly credit settlement—the 
charge account—are completed on the basis that goods are 
delivered; it is assumed that the title has passed to the pur- 
chaser, and the seller has for his protection an open account 
of the transaction which he may or may not collect. A second 
method, sometimes used when purchases are unusually heavy, 
is that of having the buyer sign a series of notes due on certain 
dates, each one of which is an obligation in itself and which 
must be paid. The third method is one in large use in install- 
ment houses and assuming greater importance in other retail 
establishments—the sale of goods under the conditional sales 
contract in which title does not pass to the purchaser until the 
completion of the installment payments for the purchase. To 
aid in understanding the additional protection which such a 
sales contract affords the seller and its consequent advantages 
in sales transactions, a typical form of conditional sales con- 
tract is reproduced : 
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CONDITIONAL SALES CONTRACT 


Wos Angeles; Galitsens.seeiesrires 192.. 


Tue A. B. C. Company, hereinafter sometimes called the Seller, promises 
POMACLIVETI CO erie te eco ereie trees socks , hereinafter sometimes called the 
Buyer, and upon the payment of the whole purchase price hereinafter 
recited, will convey good title to the following described article or articles 
to the Buyer, to wit: 

The said Buyer promises to accept said article or articles and to pay 
the whole purchase price therefor in the manner and at the times hereinafter 


provided. 

Denivery. Article or, articles to be delivered’ W-0:Dio oe. cte retrial: 
Omithetnresmrer acess aya ee ttc 4 UGE aco 

PurcHase Price: The purchase price of said article or articles is 
SO) cata e ee otras (Gere ences ee Dollars) payable: dss sser ere 
(Gis Abi caneaeenae ) Dollars cash upon the execution of this instrument, and 


ereore) Sale) Bi eaele leew olbieye ei eo: 6) Bp 0) 8/9) 6,10 ne 2,6 a) ee) 8:,0)e) 8ve)iallvi.aie 4) © aire} sila) (e/a) wren (a) mieiiele}.s) «Mellel =!Steiel si ¥ 


IntEREST: Deferred payments on the purchase price shall draw interest 
atutierrater Olea. per cent. per. annum! from thes. s. cee eee day of 
2 ORE CR Tee , 19...., and may at the request of Seller be evidenced 
by notes. 

Titte: The title and ownership of said article or articles shall remain 
in Tue A. B. C. Company until the whole purchase price is paid. Upon 
Failure to pay any installment of the purchase price, or upon default herein, 
or breach hereof, on the part of the Buyer, the said THe A. B. C. Company, 
shall have the right of recaption and may, without let or hindrance, seize 
and retake the article or articles into its own possession wherever they may 
be found. In which event all moneys theretofore paid by the Buyer on 
account of the purchase price shall be deemed and considered as payment 
to the Seller for the use, enjoyment and possession of said article or articles 
from the time of delivery until the exercise of the right of recaption. 
Further, in such event, the Buyer waives any and all claims to damages 
that may arise or accrue to him from such seizure and from this trans- 
action as a whole, and agrees not to lay claim to any damages against the 
Seller on any account, or for any reason whatsoever. 

Upon payment of the full purchase price, a proper bill of sale will be 
executed and delivered, transferring title from Tue A. B. C. Company 
to the then purchaser. 

If the Buyer should give a note or notes for the balance of the purchase 
price, it is distinctly understood that said note or notes are not accepted as 
payment, so as to pass title. Under no circumstances shall title to said 
article or articles pass from the Seller until the whole purchase price is 
fully paid in money. In case notes are given and accepted they are to be 
deemed a part of this contract. Should any installment of the purchase 
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price or of the interest thereon (whether represented by note or otherwise) 
not be paid when due, then the whole of said purchase price and interest 
remaining unpaid shall become immediately due and payable at Seller’s 
option. In case of any action to recover any sum hereunder (or any note 
or part thereof), Buyer promises to pay reasonable attorney’s fees. 
Buyer’s rights hereunder shall not be.assigned without written consent 
of the Seller. Said article or articles shall not be leased, nor shall Buyer 
part with possession and control thereof. Buyer hereby assumes all liabili- 
ties by reason of any accident or injury to persons or property arising out 
of the existence, use or possession of said article or articles, and agrees 
to save Seller harmless from any such liability, including cost of legal 
defense. Any payments made by Buyer shall first be applied to the liquida- 
tion of any repair bills or other indebtedness due Seller outside of or 
independent of this contract; thereafter any payments shall be applied 
hereto. 

SarE KEEPING, Etc.: The proposed purchaser shall be responsible 
for the safe keeping of said article or articles; the Buyer will insure the 
same for value, loss, if any, payable to Seller, or if not insured by Buyer, 
the Seller may insure same and the Buyer agrees to pay said insurance 
premium on demand; Buyer agrees to pay freight and all setting up ex- 
penses; Seller will not be held responsible for any reasonable delay in 
manufacture or any other delay in fulfillment of this order due to strikes 
or any other causes beyond its control, or for any damage to article or 
articles delivered and receipted for by the transportation company in good 
order. In case THE A. B. C. Company is to take second-hand article or 
articles in exchange, the undersigned warrants them free from all liens. 

Buyer shall safely keep said article or articles in proper repair and at 
all times in charge of competent persons. THE A. B. C. Company reserves 
the right to inspect said article or articles during business hours. Seller 
may retake said article or articles at any time if, in its judgment, the 
same are being misused, or not kept in good order, and in such event Buyer 
shall pay on demand, and independent of the other provisions thereof, costs 
of any repairing of said article or articles, and this even though there has 
been a recaption. Proposed purchaser shall not remove said article or 
atticlesstrom! the: Gounty of- ig... «cease oe without the written consent 
of THe A. B. C. Company. If said article or articles are attached or levied 
upon by any alleged creditor of the Buyer or if a petition in bankruptcy 
is filed by or against the Buyer, then Seller may immediately retake 
possession of the said article or articles and all moneys theretofore paid 
shall be considered as compensation for their prior use and possession. 
Any expense incurred by Seller in the process of recaption shall be paid 
by Buyer on demand, including necessary repairs and expenses of transport- 
ing article or articles back to Seller’s place of business. In case the Seller 
commences any action to replevin said article or articles, the Buyer prom- 
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ises to pay reasonable attorney’s fees in said action to be fixed by the Court. 
In Witness Wuereor, the parties hereto have executed this conditional 
sale contract the day and year first above written. 


Tue A. B. C. Company 


ois) 0) 6 ©. 6, w ais, ¢ © el epauw sta s) «wi 6.61016) O16) one 


a 3/0 6 2b 0 eo 4 o's Sele vies ea Sie ele sides © « 


In nationally operating installment houses it is the custom 
to secure, record, and file a chattel mortgage on the purchase. 
This method is probably found most expedient for nationally 
operating business because of the greater uniformity offered 
under chattel mortgage procedure and protection. 


Collecting from the Installment Buyer.—The collection 
manager of an installment house must be a most convincing 
salesman. To be sure, he holds in his possession a lien upon 
the property for which he is trying to secure payment but he 
has no desire for its repossession. It is his duty to resell that 
particular commodity to the customer who has already enjoyed 
its possession, to awaken interest and pride in possession in 
such a manner that future payments may come regularly and 
promptly. 

The general procedure in installment collections is essen- 
tially that of other collections with varying emphasis upon 
individual problems. ‘The installment collector must not only 
continually resell his goods; he must watch installment pay- 
ments on account, must be alert to recognize any change in the 
credit standing of the debtor or any attempt on his part to 
defraud, must be able to understand and .deal wisely with 
requests for time extension on payments or complaints of 
dissatisfaction of the goods. 

The routine of collection procedure varies little from that 
of other collection departments—the three or four letters of 
varying degrees of encouragement, interest or severity, warn- 
ing the customer that his payment is past due; the handling 
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of special adjustment cases and extension requests; the legal 
pursuit of the difficult debtor; and the last resort of securing 
repossession of the purchase. It can be readily understood 
that there is a great need for tactful, sincere letters of proved 
salesmanship qualities to urge the.customer to pay and yet 
increase the desire for possession. Of varying degrees of use- 
fulness, dependent upon the case at hand, are the telephone, 
telegram, registered letters, letters from the house collection 
agency, from the house attorney, drafts, and when all else 
fails, threats of and recourse to repossession. 


REFERENCES 


Griffin, Bryant W. Installment Sales and Collections. 


CHAPTER XXVIII 


DISTINCTIVE FUNDAMENTALS OF BANK 
CREDIT 


The Bank and the Credit Relation—The average com- 
mercial bank comes in contact with credit transactions through 
its two functions of (1) discount, or furnishing funds to its 
- customers through loans, and (2) deposit, or the securing of 
funds to supplement its own capital for the use of its customers. 

Credit is the principal thing which the bank has for sale. 
The customer buys credit, or purchasing power in the present, 
and promises to pay at a definite time in the future the bank’s 
price. The bank’s relation to credit is a most vital one. 


The Bank Credit Manager.—It follows that the functions 
and problems of the man in charge of the bank’s credit opera- 
tions are very important. 

The bank is a public institution and is responsible first of 
all to its depositors. It must be able to make payments at 
any time in accordance with their needs. It must arrange its 
own obligations in such a way that sufficient funds will at all 
times be available to make payments and supply its depositors 
with funds. On the other hand, the more money which the 
bank has, the greater its income or profit, so accordingly, while 
a bank desires to invest all its funds, it must keep some on 
hand to meet in legal tender on demand all claims of depositors. 
This is the “reserve.” It insures the immediate payment of 
obligations. The amount of the reserve is a percentage of 
the amount of deposits, and is sometimes prescribed by law, 
although oftener prescribed by experience. A bank which 
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enjoys the confidence of the community may keep a smaller 
reserve than one which the community regards as weak. 

By state and federal regulation, the various banking institu- 
tions are required to keep their funds in a certain degree of 
liquidity, i.e., they must invest in quick assets—stocks, bonds 
and commercial paper which may readily be converted into 
cash. In time of need, the bank may call in loans, and so auto- 
matically increase reserve; or it may sell its business paper. 

The bank credit man thus finds that in order to fulfill his 
responsibility to depositors in such a way that his organization 
may grow and develop in the community, he faces the problems 
of regulating loans so that a sufficient liquid reserve is available 
to depositors. In so far as responsibility for loans is given 
him, he becomes one of the credit “governors” of the com- 
munity. 

When a customer of a bank applies for a loan, the credit 
man must conduct an investigation of his standing just as the 
credit manager of a commercial firm must when the same 
customer asks for credit from his firm. Moreover, the bank’s 
per cent of profit is so small that it is necessary to take even 
greater precaution concerning repayment than the business man 
must do. 

The credit investigation sources used are much the same 
as those employed in the case of commercial credit as, for 
instance, personal interviews, hand books, mercantile agen- 
cies, such-as Dun and Bradstreet, statements of assets and 
liabilities, etc. The bank credit department has some advan- 
tages, however, over the commercial credit department in that 
the bank can easily get a great deal of information from other 
banks which is likely to be more accurate than if it were being 
given to a commercial house. This holds true, of course, 
because credit information is exchanged between banks. From 
checks and drafts passing through the bank, and from its close 
touch with mercantile houses, the bank can obtain information 
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sometimes unobtainable by any other firm, particularly where 
competition is keen. The bank credit manager also has another 
source of information which is very important if he can develop 
it properly. Officers of the bank come in close contact with 
borrowing customers and if they can be induced to put the 
results of their conversations in written form and forward 
them to the credit department, the files kept there can be made 
much more valuable. 


Organization of the Bank Credit Department.—As banks 
have grown in size and the territory and industries inter- 
related with these banks have enlarged, it has become necessary 
to concentrate in a single department the activities connected 
with loans. The aim of good bank credit department organiza- 
tion is to have available for the loaning officers accurate infor- 
mation carefully analyzed. In some cases the credit manager 
is also asked to make recommendations on loans and lines of 
credit. After the information has been secured through the 
various sources indicated it must be classified so as to be 
usable with the least possible expenditure of time and effort. 
The plan of classification will vary with different circum- 
stances. The following plan is typical: 


Classification of Information.—On the left-hand side are 
found the agency reports, financial statements and comparative 
analyses. On the right-hand side, the history sheet appears 
first, followed by special reports, answers to inquiries on the 
subject, checkings, clippings and miscellaneous data. When 
there is a sufficient volume of information, the different groups 
are indexed. Upon opening the folder, the comparative anal- 
ysis and history sheets appear first; this is desirable because 
these sheets properly made up constitute a brief survey of 
the account. The purpose of the history sheet is to show an 
account in its relations with the bank and to summarize its 
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position as a credit risk. This sheet should contain the follow- 
ing information: 


Nature of business and how long established. 
Management. 
Date account opened. 
Line of credit. 
Way in which subject borrows. 
a. Secured. 
b. Unsecured. 
6. Borrows. 
a. High 
b. Low 
7. Average Balance. 
a. Month. 
b. Year. 
8. Comments on analysis of statement. 
g. General prospects of the concern. 
10. Checkings. 


ee ae 


The basic data for the history sheet is obtained from the 
liability ledgers, individual ledgers, general correspondence 
files, personal investigation, the officers acquainted with the 
account, and the information already gathered in the folder. 
It contains the credit manager’s opinion as to the desirability 
of the account, which is based not only on the individual con- 
cern but on a general study of the industry involved. The 
history sheet is kept up to date by incorporating new informa- 
tion as soon as it is received, and over a period of years these 
collected sheets become invaluable. 

One or more of the following files will be found desirable : 


1. Current Borrowers. 
This includes the folders discussed above. 
. Banks. 
3. Inactive. 
4. Statement tickler. 


iS) 
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Card showing date of last statement filed according to 
month in which new statement is to be requested. 

5. Average balance card. 
Showing average balance and average liability by 
months. 

6. Cross index. 
Indicates individuals connected with borrowing firms. 


It will be found convenient to have a loose leaf folder in 
which are listed all borrowing concerns, classified according 
to industry. This will be of great service in picturing the dis- 
tribution of loans, showing the amount centered in any one 
type of enterprise at any given time, and in case of unfavorable 
change in economic conditions, showing what borrowers are 
likely to be affected. 


The Fourth “C” of Credit—CollateralBanks are quite 
accustomed to making loans on the basis of collateral. In this 
way it may be said that for one of the three “C’s” of credit, 
that is, Capital, they substitute Collateral. Thus we find 
that the bank now depends upon specific assets pledged in the 
payment of particular debts in addition to the net worth of 
the concern which is borrowing. The idea back of a collateral 
loan is, of course, to place a bank in such a position that it 
can sell the property which has been pledged in case of neces- 
sity and liquidate the loan. Collateral should not be considered 
a substitute for character and capacity, though many loans are 
probably made on the basis of collateral alone. 

Business concerns borrow money on the basis of securities 
which they own, on the basis of merchandise, and sometimes 
on the basis of real estate. Under certain conditions, any or 
all of these may be accepted as collateral by banks. In the case 
of securities, the amount which may be borrowed depends 
partly upon the quality of the security, but more especially upon 
its marketability. While a bank must be convinced of the 
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safety of a security put up as collateral for a loan, it is even 
more interested in whether that security can, in a few hours’ 
time, be sold in the open market. If the borrower fails to pay 
the loan when due, the bank has the right to sell the security— 
and so the bank insists on security which is readily salable. 

Collateral loans made on the basis of merchandise are on 
such commodities as cotton, wheat, leather, etc. Margins re- 
quired vary with the buyer and with the community in question, 
running both above and below 25% of the value of the com- 
modity. The particular documents used are bills of lading, 
drafts, and warehouse receipts. In certain lines of business 
special documents are developed to fulfill the need, such as the 
cotton mill sale note, or the mill acceptance, as it is sometimes 
called. 

Real estate is sometimes used as a form of capital in the 
negotiation of a bank loan. Banks are limited in connection 
with this particular type of loan because it is not a liquid asset. 
However, a certain percentage of the capital of a bank may, 
without serious embarrassment, be invested in a loan protected 
in this way, depending upon the nature of the banking business 
and the legislation affecting it. 


Discounting Commercial Paper.—The bank’s function of 
discount is that which gives the borrower the right to receive 
at once the amount promised in a note minus the interest for 
the time the note will run. 

Suppose a manufacturer, Mr. B., engaged in a productive 
undertaking, needs $10,000 to distribute and market his com- 
modity. He has a promissory note (or some other form of 
credit instrument) for $10,000 from Mr. A., to be paid in two 
months. This he takes to the bank and asks for a loan on the 
security from Mr. A. All questions concerning the financing 
of a credit risk will naturally arise in this transaction, and the 
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sources of information and methods of analysis already sug- 
gested will be used. 

If conditions are satisfactory, the bank discounts the note— 
subtracts from the amount of the note the interest and gives 
the customer the proceeds. At 6% interest, the merchant will 
be given $9,900, but when the note is due, he will pay the bank 
the full $10,000. Discount, then, means the deduction of 
interest in advance. 

He may receive the loan in cash or bank notes, but usually 
the amount is placed to his credit in the bank. It is often said 
that banks lend the money which customers have deposited. 
This, of course, is true, but by far the greater deposits come 
as a result of loans, that is, loans make deposits. 

The manufacturer draws on the account as he needs the 
money, and thereby is enabled to give credit to the merchant 
who buys from him. The merchant, in turn, gives credit to 
the consumer. Then the consumer pays the merchant, the 
merchant pays the manufacturer, and the manufacturer de- 
posits this to his account. The note from Mr. A. falls due, 
is paid, and Mr. B. transfers to the bank from his account 
the $10,000 which he owes. 

The whole credit transaction is possible because the bank 
lends now to Mr. B. on the basis of what Mr. B. will have 
in the future. Mr. B.’s wealth, unavailable now, becomes 
available for immediate use through the bank’s function: of 
discount. 


The Federal Reserve Banks and the Function of Redis- 
counting.—Before the Federal Reserve Act was passed and the 
Federal Reserve Banks established, there was no strong cen- 
tralized agency to which banks could turn in time of need; 
there was no certain market for the rediscount of credit paper 
normally held by commercial banks, 

Under the Federal Reserve System, a bank which quickly 
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needs to increase its reserve may take its discounted commer- 
cial paper as well as other securities to the Federal Reserve 
Bank in its district and have it rediscounted if eligible and 
desirable, thus increasing its ready cash, in case of a “run,” 
or in case of some other emergency... Referring to the example 
ot Mr. B., if the bank which discounted the note presented 
by Mr. B. needs cash quickly, it may have the note rediscounted 
by the Reserve bank. When Mr. B. pays off his loan, his 
bank can then settle with the Federal Reserve Agent. The 
function of rediscounting has done much to increase confidence 
throughout the business community, and to facilitate the nego- 
tiation of loans for productive purposes. 


Eligibility of Commercial Paper for Rediscount.—The 
large part of the banking resources of the nation which it was 
expected would find their way into the Federal Reserve Banks, 
made it imperative that there be rules as to the maturity of 
the paper rediscounted, and as to its origin. 

It is essential that Federal Reserve Banks invest in short- 
time, liquid securities, so that at all times funds will be avail- 
able to perform those functions for which the banks were 
created and the law passed and which are so necessary to our 
continued financial stability and strength. 

The Federal Reserve Act defines in rather broad terms the 
kind of paper which is eligible for rediscount and the more 
exacting qualifications are promulgated by the Federal Reserve 
Board. The regulations of this Board have been revised from 
time to time and constitute the test of eligibility. The general 
provisions which affect eligibility pertain to either the maturity 
of the paper or its origin and the use of the proceeds. 

The maturity, at the time of rediscount by the Federal 
Reserve Bank, must not exceed ninety days, exclusive of days 
of grace, except that agricultural or livestock paper may be 
rediscounted with maturities not exceeding nine months. This 


376 CREDIT PROBLEMS IN SPECIAL FIELDS __[Pt. V 


requirement assures the holding of liquid paper by the Reserve 
Banks and guards against the dangerous practice of holding 
in a bank portfolio frozen credits in the form of paper which 
cannot be realized upon within a short period of time. 

The regulations of the Federal Reserve Board governing 
eligibility are very clear. They are as follows: 


1. It must be a negotiable note, draft, or bill of exchange 
which has been issued or drawn, or the proceeds of 
which have been used or are to be used in the first 
instance, in producing, purchasing, carrying, or market- 
ing goods in one or more of the steps of the process of 
production, manufacture, or distribution, or for the 
purpose of carrying or trading in bonds, or notes of the 
United States, and the name of a party to such trans- 
action must appear upon it as maker, drawer, acceptor, 
or indorser. 

2. It must not be a note, draft, or bill of exchange the pro- 
ceeds of which have been or are to be advanced or 
loaned to some other borrower, except that paper of co- 
operative marketing associations composed of producers 
of agricultural products is deemed to have been issued 
or drawn for an agricultural purpose, if the proceeds 
thereof have been or are to be 

(a) Advanced by such association to any members 
thereof for an agricultural purpose, or 

(b) Used by such association in making payments to 
any members thereof on account of agricultural 
products delivered by such members to the 
association, or 

(c) Used by such association to meet expenditures 
incurred or to be incurred by the association 
in connection with the grading, packing, prep- 
aration for market, or marketing of any 
agricultural product handled by such associa- 
tion for any of its members. 

3. It must not be a note, draft or bill of exchange the pro- 
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ceeds of which have been used or are to be used for per- 
manent or fixed investments of any kind, such as land, 
buildings, or machinery, or for any other capital pur- 
pose. 

4. It must not be a note, draft, or bill of exchange the pro- 
ceeds of which have been used or are to be used for 
investments of a purely speculative character. 

5. It may be secured by the pledge of goods or collateral of 
any nature, including paper which is ineligible for dis- 
count, provided it (the note, draft, or bill of exchange) 
is otherwise eligible. 


It is very essential to distinguish between commercial and 
agricultural paper because of the different periods of maturity 
allowed each class of paper. That there should be any con- 
fusion may sound rather unlikely but it sometimes occurs. 
A farmer’s note given for the purchase of articles or com- 
modities to be used in agricultural purposes is agricultural 
paper; but the purchase and sale of agricultural products is a 
commercial and not an agricultural transaction. 

All paper offered for rediscount must be negotiable, not 
only in order to pass title to the Federal Reserve Bank, but 
because the member bank offering the paper must indorse all 
such paper and consequently assume the responsibilities of an 
indorser upon negotiable paper. 

It is clearly set out by the act and the regulations that paper, 
the proceeds of which have been used for permanent or fixed 
investments, or for speculative purposes is not eligible for re- 
discount. Paper issued for trading in stocks and bonds is not 
eligible, unless such paper is drawn for the purpose of carrying 
or trading in bonds and notes of the United States. 

One of the important services of the Federal Reserve Sys- 
tem has been its emphasis on the distinction between commer- 
cial credit and investment credit. This idea is permeating 
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bank and commercial credit departments everywhere and tend- 
ing to a stabilization of credit practice. 
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CHAPTER XXIX 


THE COMMERCIAL PAPER MARKET AND THE 
NOTE BROKER 


The Exchange of Commercial Paper.—No credit manager 
would find his equipment complete without a knowledge of 
the relationship of the note broker to the credit standing of 
his customers. The following statement has been prepared 
in order to make it possible to evaluate the credit standing of 
a customer who is borrowing through note brokers. 

In many cases, large enterprises find that individual banks 
are not in a position to take care of their credit needs. The 
reason may be that the bank does not find it advisable to extend 
the amount desired; or the refusal may be due to legal limits 
which prohibit national banks and some of the state banks 
from lending to one borrower more than one-tenth of the 
capital and surplus of the bank. Those business firms which 
cannot obtain necessary credit from their banks must seek 
other methods of borrowing. In such a situation the note 
broker finds himself an important factor in the credit chain, 
for he acts as an intermediary between the firm needing more 
funds and banks (perhaps in distant parts of the country) 
which have idle funds for profitable investment. For example, 
the borrowing house, perhaps one of the large packers, might 
sell in the “open market” several hundred thousand dollars’ 
worth of promises to pay, running for three, six, or nine 
months, thus inviting the temporary loan of funds for their 
enterprise, and thus providing adequate employment for funds 
of banks which are underloaned. 

Commercial paper, as the term is used by note brokers 
and bankers, includes only straight promissory notes arising 
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out of commercial or business transactions. The note must 
represent a current transfer of goods in the market and thus 
be of the self-liquidating type. It becomes commercial paper 
on the open market when it is transferred from hand to hand 
through the medium of note holders in the way suggested in 
the preceding paragraph. 

Most brokers prefer paper in denominations of $2,500 or 
$5,000. This is because there is a broader market for these 
than for notes of larger denomination for banks capitalized 
to permit $2,500 investments greatly outnumber those able 
to invest larger sums. As a rule, the notes mature within six 
months, and are payable at the bank or at the office of the 
note broker. 


Function of the Note Broker.—The function of the note 
broker is the distribution of the borrower’s paper. He may 
sell in his local market as long as that market will absorb what 
he has to offer, thus acting as an intermediary between bor- 
rowers and bankers in the same city, or he may feel that he 
ought to keep his market open in other cities. As the primary 
economic function of the broker is distribution over a large 
territory, we find note brokerage houses with branches in all 
ot the trade and financial centers of the country. Lists are 
kept in these branches of banks, other institutions and indi- 
viduals in that section of the country having temporary funds 
to invest. From time to time offering sheets with lists of 
desirable paper which has come from other sections of the 
country are sent to these institutions and individuals. Sales- 
men are also employed who visit the banks and give them an 
opportunity of purchasing desirable paper. Some banks will 
make known beforehand to the broker that they desire to buy 
commercial paper, and will tell him the amount and maturity 
of the paper they wish. Sometimes they name the company 
whose paper they desire to purchase. The broker at his first 
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opportunity furnishes paper which meets the specified require- 
ments. 

The note broker was originally merely an intermediary 
between borrower and lender. He merely undertook to sell 
the customer’s paper in return for a commission. He did not 
turn over to the customer any money until after the paper was 
scld. The broker took little or no risk; he did not in any way 
guarantee the paper. Now, however, the commercial paper 
houses are quasi-bankers, for they buy outright all the paper 
they sell. Funds are advanced to borrowers before the paper 
is sold, and unsold paper is carried by the broker on his own 
resources. He must necessarily have a large amount of capital, 
though he employs very little in proportion to his volume of 
business. It is possible to do a great volume of business on 
each dollar of capital because of his ability to borrow heavily 
at certain times. He uses his capital mainly as a basis for 
credit with the banks, and often borrows from three to six 
times its amount. He can use his notes as collateral for bank 
loans up to from 80 to 95 per cent of the face value. 

The broker’s profits come from the rapid turnover of the 
business. As the commission charged for buying and selling 
the notes averages only about 1% of I per cent, or $2.50 per 
$1,000, the Federal Reserve Board has made the statement, 
after investigation, that large note brokers sell out their stock 
from fifty to a hundred and fifty times a year. At the same 
time the broker’s service includes that of underwriting, and he 
assumes the risks of the sale of the paper and of a changing 
interest rate. 

While there are no authentic figures for the amount of 
business transacted through the commercial paper houses, 
various estimates place the figures high. There are now 
about thirty commercial paper concerns in the United States 
whose business is national in scope, and about as many more 
who do principally a local business, There are about 8,000 
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to 9,000 concerns which have at one time or another sold 
paper through these note brokers. It is said that in 1920 
about $3,000,000,000 worth of paper was handled and that 
in 1921 the amount was equal to nearly 10 per cent of the loans 
made by the national banks of the country. 

Because the note broker risks his funds and because the 
paper is mostly single-name, he must make a careful investi- 
gation of money market conditions and of the borrowing firm’s 
credit standing before he purchases the company’s paper. The 
firms borrowing through commercial paper brokers must sub- 
mit financial statements audited by industrial accounting firms 
and must supply other credit information to the extent required 
by the broker. Some of the paper houses have elaborate credit 
departments, and make very careful investigations. 

Care is taken that the current ratio is high, that the current 
assets are of good quality, that insurance is carried on all in- 
ventory, and that all other channels of borrowing by the firm 
are known. 

Some types of businesses do not find it easy to sell paper 
to the note broker. Luxuries, fashional goods; commodities 
which have a slow turnover; those which fluctuate rapidly in 
value; and businesses which are new find it difficult to sell 
paper. 

After the paper house has investigated to its satisfaction 
the credit standing of a firm, it then buys the commercial 
paper, and offers it for sale to those who have funds to invest. 
The note broker does not guarantee to the prospective buyer 
that the paper will be paid at maturity, but he does guarantee 
that the paper is legally executed. Moreover, the fact that he 
himself has bought the paper and taken the risk, is a recom- 
mendation for it. 

The banker is usually allowed a 10-day option on the 
paper. He actually buys it, but at the end of 10 days (during 
which time he has investigated the borrowing firm) if he is 
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dissatisfied, he may return the paper to the note broker. The 
bank receives the interest for the time it has held the paper. 
In this transaction, the broker assumes new risks—those of 
having the paper turned back to him, and of abuse of the 
option privilege of the bank. 


Advantages of the Note Brokerage System from the 
Credit Point of View.—Because the United States is a coun- 
try large in area and varied in industry, different sections of 
the country at a given time show different conditions econom- 
ically and financially. Credit needs of the agricultural 
south and west differ from those of the industrial north and 
east. At one time credit is needed in the south to move the 
cotton crop; at another it is needed in the middle west to move 
the wheat; again, it is needed to aid the manufacturing indus- 
tries of the east. The banking facilities of one section cannot 
always provide all the credit needs of the section. In order 
to supply the necessary additional credit, our financial system 
must be flexible, and capital must be able to be transferred 
quickly from one section of the country to another. This 
quick transfer of funds is brought about through the open 
discount market, and is perhaps the most important advantage 
of the note brokerage system. Through it, capital may be 
quickly moved from places where it is relatively abundant to 
places where it is relatively scarce. Sections where the greatest 
need is felt may borrow: funds from sections which have an 
over-supply of credit. Thus, through the note broker, our 
capital supply is made mobile, and flexible, and the capital 
resources of various communities are economically utilized to 
aid other communities. 

A second general advantage of the note brokerage system 
is the equalization in the rate of interest which it brings about. 
This is very closely connected with the distribution of capital 
to meet needs of different sections. Because the demand for 
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capital varies in different sections of the country, the rate of 
interest will tend also to vary. Where the demand for money 
is active, the interest rate will be high. Through the note 
broker, a borrower in an active section can borrow at lower 
rates by selling paper in another section of the country. This 
tends to decrease demand in the active section, with a conse- 
quent drop in rate. Thus, because the business man can, 
through the note broker, borrow in the cheapest market, the 
general rate of interest tends to equal the lower rate, and in- 
terest rates tend to uniformity throughout the country. 

The position of the borrower is strengthened because of the 
additional avenue of credit laid open to him at a rate consistent 
with general market conditions. The balance of twenty per 
cent customarily required by. a bank of its borrowers is not 
required by the broker. If a large firm were compelled to 
make all of its loans through banks, legal restrictions would 
require many bank accounts with the correspondingly heavy 
balance requirements, making the cost of credit above that of 
borrowing through brokers. The ability to sell through 
brokers is in itself a recommendation as to credit standing. 

The banker finds the note broker useful, for when he has 
surplus funds available, he may buy commercial paper and 
put his funds to use, instead of lending them to local borrowers 
to be used for less essential or less secure enterprises. The 
note broker also aids in keeping the resources of the bank in a 
liquid form, for they may be distributed widely as to territory 
and the kind of transactions from which the paper originated. 
The maturity of the paper can be arranged to suit the needs of 
the bank. The bank is not put in an embarrassing position by 


a request for renewal on the part of one of its personal 
customers. 


Disadvantages of the Note Brokerage System.—As long 
as the open market will absorb the notes of borrowing con- 


Ch. 29] THE COMMERCIAL PAPER MARKET 385 


cerns, as long as banks have idle funds to invest in commercial 
paper, the commercial paper house performs an important 
function in the financial world. As soon, however, as money 
becomes a little tight, and banks do not buy as heavily, but 
keep their funds in reserve, the influence of the note broker is 
weakened. If a firm cannot sell its notes through the note 
broker, there is nothing left for it to do but appeal to its banker. 
Perhaps the firm, thinking that sufficient funds could be 
obtained through the open market, has not kept all of its 
lines open at the bank. This makes a difficult problem for 
the bank to solve. The note brokers, then, while they perform 
an important economic function, cannot hold up during the 
periods of depression as well as can the banks, The burden 
of furnishing credit at such a time falls back on the banking 
institutions of the country. 

Another general disadvantage is the overexpansion of busi- 
ness which is sometimes encouraged by the system. If: the 
note broker is in communication with a bank which wishes to 
invest in good commercial paper, and he has not in his posses- 
sion the paper which will meet the need, he may approach 
various of his borrowing customers and tell them of the 
opportunity for obtaining additional funds. This is a tempta- 
tion which business houses sometimes cannot resist, with the 
result that the borrowed money may be used in expansion 
which is not justified, and which will lead the business to ruin. 

The failure of the open market in time of depression 
makes a decided hardship on the borrower, for he must appeal 
to his bank for help, and if he has failed to keep his lines open, 
the necessary funds may not be forthcoming. Banks have 
always tried to stand by their customers during “hard times,” 
but the note broker affords no such help during trying periods 
as do the banks. 

A firm which borrows through the open market must 
expose the minutest details of the company’s affairs to credit 
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agencies and credit managers. This is inconvenient and often 
unpleasant, and may result in injury to credit standing through 
unwarranted rumors which may be circulated. While the firm 
which borrows from its bank knows that its financial condt- 
tion will be held in strict confidence, the condition of the firm 
which borrows from the note broker is open to the world, so 
to speak. 

The competition among the brokers, and the availability 
of easy money markets tend to decrease the bank’s rate of 
interest on loans. Commercial paper brings a lower rate of 
interest than straight loans to customers.* The open market 
works a hardship on borrowers who have not met the bank’s 
requirement and who can get no further accommodation from 
the note broker, and then turn to the banker and expect him 
to carry them over the tight period. 


Concluding Estimate—On the whole, the commercial 
paper houses have been conducted on a highly efficient and 
sound basis. There are, however, certain correctives proposed, 
the purpose of which are to increase the efficiency of the sys- 
tem. The commercial paper houses have never been subjected 
to any legislation. It has been proposed that there be a central 
agency where all commercial paper must be registered. This 
would help to do away with the evil of excessive amounts of 
paper of one firm—an evil which helped to cause the failure 
of the H. B. Claflin Company of New York. The movement 
for registration has not met with great success. 

Borrowers’ statements should be very carefully audited, 
and their financial condition should be very thoroughly investi- 
gated. This is a very positive way by. which weaknesses of 
the system may be overcome. 

If the banker and the broker cooperated more closely, there 
would be less overexpansion, less misunderstanding between 
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banker and customer; in fact, the whole financial system would 
benefit by such action on the part of two important links in 
the credit chain. 

In spite of the weaknesses and disadvantages of the 
system of borrowing through note. brokers its advantages are 
numerous enough for its justification. As a means of dis- 
tributing capital, as a means of equalizing the rate of interest, 
as a means of providing funds for business firms and forms - 
of investment for banks, its economic usefulness is evident. 
The borrower should never consider the open market as a 
permanent means of obtaining funds. If the open market is 
used under certain conditions, and if cordial relations are main- 
tained with the bank, there are times when both the bank and 
borrower will profit by its use. Used judiciously, and with the 
cooperation of the bank, the note brokerage system has an 
important place in our financial and economic scheme. Used to 
an extreme, it can naturally injure this scheme. 
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CHAPTER XXX 


FACTORING AND THE DISCOUNTING OF 
RECEIVABLES 


Marginal Credit Demands.—The discussion of the bases 
upon which credit is granted both by banks and by commercial 
houses has indicated the limits which face the average business 
organization in its attempt to get under way. Proper relations 
between owned and borrowed capital may not always be present 
in an enterprise which deserves help of some kind. The old 
“two to one” relation may be entirely absent at a given moment 
yet all the innate possibilities of success may be present. Earn- 
ing power may be visible and yet banks may not be justified in 
extending a loan. 

It is in a situation of this kind that a business organization 
must find other means of financing its operations. Two im- 
portant methods of securing working capital under these cir- 
cumstances are through factoring, and through selling accounts 
receivable. Factoring has to do with the supplying of capital 
on the basis of the goods produced and the distribution of those 
goods; while selling open accounts goes a step farther, and 
has to do with the borrowing of money on the security of open 
accounts. 


Factoring and Its Functions.—By the time a new business 
has its plant and its machinery, often a large part of the 
original investment has been spent. In order to begin and to 
continue operations, funds must be had to pay for raw ma- 
terials, labor, and distribution. The firm may be able to turn 
out some product, but the working capital left after plant 
and machinery have been secured, is not sufficient to carry the 
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business over the period from production to payment of ac- 
counts. It is a matter of great importance in such a case 
whether the proceeds of sales may be counted on as being paid 
exactly at maturity. If accounts owing to the firm are not 
paid, the firm cannot pay its own accounts, and its credit 
standing is placed in jeopardy. Some means for supplying this 
necessary working capital must be found. 

In such a situation factoring becomes a vital element. \ The 
factor, on the basis of goods shipped from the mill, rather 
than upon the current ratio of assets and liabilities of the 
business as a whole, places himself in a position where he 
allows the borrower to draw on him for a percentage, possibly 
50% of the value of the goods as they are shipped from the 
factory. Thus the manufacturer has immediately available 
money to replenish his stock of raw materials instead of hav- 
ing to wait for it until his customers pay him at the end of 
their terms. 

Under this plan, and without depriving his customer of 
the benefits of credit, the manufacturer is placed in a position 
to do practically a cash business, thereby “facilitating and in- 
creasing production, accelerating rate of turnover, increasing 
volume of sales, and so producing a larger net result on actual 
capital invested.” * 

There are other benefits accruing to the manufacturer as 
a result of the practice of factoring. The factor relieves the 
manufacturer of all problems connected with the distribution of 
the merchandise—production and selling are left to the manu- 
facturer; collection and credits are delegated to the factor. 
The manufacturer is relieved of all financial worries; he is 
able to concentrate on the production of goods. 

The factor has a specialized department of credit and 
collections and assumes all credit risk. He accepts this re- 
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sponsibility with the knowledge that experience along this line 
will enable him to effect settements more promptly and with 
less friction than the manufacturer himself. Furthermore, the 
factor is engaged in performing this same function for a num- 
ber of individuals and can take advantage of a more econom- 
ical organization. The manufacturer reports orders to the 
factor, just as he would to his own credit department; when 
the orders are approved, shipments go out. Invoices are 
rendered payable to the factor. Proceeds are made available 
at once by this “merchandise banker,” as the factor has been 
called. 

The progressive factor is able to aid his client by giving 
information about business conditions in general, conditions 
in the particular industry, in world markets, etc. The factor, 
because of his larger field of service is often in a position 
to get information which the manufacturer might not other- 
wise be able to procure. 

The factor’s charge for this service is a percentage on the 
volume of business he handles—possibly three, four, or five 
per cent above the bank rate. Out of this percentage he pays 
for his office, storage space, insurance, light, heat, power, 
telephone, deliveries, bookkeeping, and credit and collection 
facilities, all of which are highly specialized. 

As the profits of the factory accumulate, and are put back 
into the business, it is no longer necessary to secure loans 
through a factored account. However, some firms prefer to 
pay the charge of the factor, and retain his services. This 
is partly due to sentiment and the fact that the factor has 
meant prosperity in the past; and partly due to the fact that 
the factor separates the manufacturer from financial worries, 
including the assumption of all credit risk, so that the manu- 
facturer may concentrate on the production of goods. If the 
manufacturer can turn his stock rapidly, he more than makes 
up for the cost of factoring. Factoring has been found more 
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desirable in business connected with textiles than any other, 
because of the seasonal character of the business which requires 
manufacture many months before the sale of the product, and 
the necessity of anticipating purchases of raw materials thus 
intensifying the problems of credit and financing. 


Selling Open Accounts.—A firm which needs working 
capital sometimes sells, or assigns, to a bank or a discount 
company, its accounts receivable. The receivable or discount 
company provides a means of rediscounting open accounts 
which are at the time intangible, but which are usually good 
assets. 

The usual method of procedure in selling an open account 
is for a discount company to take from its customer an 
assignment of a certain amount of its best open accounts, 
we may say, $100,000. For this the merchant is paid in cash, 
77% or $77,000. Three per cent of this $100,000 is set aside 
by the discount company as a reserve to cover the credit com- 
pany’s charges; the remaining $20,000 of accounts is a reserve, 
held by the discount company as collateral or margin to secure 
them against possible losses, or failure to collect. The mer- 
chant gives a promissory note for the whole amount of 
$100,000 and finally receives that amount in cash, if all the 
collections are made. In the case of non-collection, the non- 
collection accounts are deducted and returned to the merchant 
plus the amount actually collected. The usual charges made 
by the discounting company are 1/25 of 1% per day on the 
face amount of each account from date of purchase by the 
credit company until date of payment to the credit company, 
plus a flat charge of $5 per $1,000 on the first $100,000 during 
a stipulated period of perhaps twelve months. 


Notification and Non-notification Plans.—Open accounts 
are assigned under the notification plan where notice of the 
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assignment is sent to all debtors whose accounts have been 
assigned, with the request that payment be made through 
the receivable company; or under the non-notification plan, 
where such notice is not given, and the debtors and creditors 
of the firm do not know that the accounts have been assigned. 

The notification plan, as a result of customers being in- 
formed of the sale of accounts, injures the business reputa- 
tion of the merchant, while it benefits no one except the banker 
or discount company, which collects accounts directly from the 
debtors without any regard or notice to creditors. It is claimed 
that notification lessens the opportunity for dishonest mer- 
chants to mislead creditors as to the true status of their financial 
condition. On the other hand, there seems to be no more 
reason for notifying creditors than there is when a merchant 
borrows money on bills of lading or when he discounts a 
customer’s notes and acceptances. 

Open accounts are also assigned under the non-notifica- 
tion plan; the merchant may agree to apply directly all receipts 
to the reduction of his loan, or he may use the money and 
assign more accounts of equal value. Non-notification relies 
upon the honesty, business and integrity of the borrowing 
firm ; it avoids friction with customers—by preserving contact 
between customer and seller, instead of allowing business to be 
conducted through a third party. 

In certain parts of the United States there has been quite a 
lively controversy on at different times between certain bank- 
ing and factoring interests, and organized representation of 
mercantile credit interests about laws governing recordation 
of assignment agreements in connection with accounts receiv- 
able. There has doubtless been much mercantile credit ex- 
tended on the strength of financial statements that did not 
reveal the fact that accounts receivable were pledged or in 
any way hypothecated. There can be little doubt but that a 
uniform law in the several states requiring the recordation 
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of contracts of assignment on accounts receivable would be a 
step in the right direction. Certain provinces in Canada 
have already enacted a law of this kind which provides that 
every assignment or pledge of book accounts must be registered 
in the office of the registrar of the County Court within which 
the assignor carries on his business, within five days from 
making the assignment. Failure to comply with the require- 
ments of this law renders the assignment void as against 
parties whose interests are prejudiced thereby. This is a 
feature of legislation yet to be developed in the United States. 


Classification of Receivable Business——Mr. A. E. Dun- 
can * divides the receivable business into four parts: 


1. The open accounts receivable, and an occasional loan on 
merchandise awaiting conversion into open accounts. 

2. Installment sales contracts on household appliances. 

3. Automobile storage paper covering new cars sold by 
the manufacturer to the dealer awaiting resale to con- 
sumer. 

4. Retail time sales paper of the automobile to the ultimate 
consumer. 


Although discount companies date back to the early money 
lenders, the greatest impetus has been given them in recent 
years, due to the enormous volume of goods sold and pay- 
ments made (especially household appliances and automobiles ) 
on the installment plan. The automobile industry, particu- 
larly, has necessitated financing on a large scale, and financing 
in accordance with the necessity of accepting time payments. 
Credit companies in many cases are financing the sale of new 
cars at wholesale from the factory to the dealer. The dealer 
is required to pay about 15% of the wholesale price plus 
freight, and to give an acceptance for the balance. The con- 


2Chairman: of the Board, Commercial Credit Co., Baltimore, Md., in American 
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sumer pays by installments, and the credit company, after 
checking the consumer’s credit, advances 100% on the secured 
note with a lien upon the car, given by the purchaser. 

There are hundreds of companies in the United States 
seeking loans on accounts receivable in order to have necessary 
working capital. Many of these do not satisfy the require- 
ments of the bank investigators, and are refused bank loans. 
This does not necessarily mean that they are not good credit 
risks. These are the firms which the discount companies are 
called upon to finance. 

As far as using open accounts as security for loans is 
concerned, it is said that the trade acceptance and promissory 
note are merely “open accounts closed.’ Often, owing to 
the nature of the business or to custom, an open account 
is the best method for extending credit. If loans may be ob- 
tained on the basis of the trade acceptance, which is the open 
account closed into a note, it seems that loans ought to be 
obtainable on the basis of the open account. There is no 
difference in basic principle between the two kinds of credit. 

The interest rate on discounted open accounts is higher 
than on ordinary loans. This is because the security is not 
regarded as very high class. A merchant in a strong position 
can borrow directly from his bank, and is not forced to use the 
much more expensive method of the discount company. How- 
ever, there are cases where the cash discount rate may exceed 
even the high rate of interest on receivables, and it is wise for 
the merchant to pay the interest, and have the money to take 
advantage of the discount. 


Relation of Receivable Companies to Commercial Banks. 
—This practice of discounting receivables will illustrate the 
dependence of every part of the credit chain on every other 
part. Although the commercial bank regards discounting of 
receivables with disfavor, still “ultimately the commercial bank. 
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itself supplies the money which is passed on through this new 
type of financial middleman to the borrower whose credit is not 
good enough to enable a direct loan to be secured.” * 

There are times when a firm must have additional work- 
ing capital, and cannot secure a loan through the bank. It is 
in this situation that the factor and the discount company play 
their part in financing, and while there are objections to the 
practices of both, still they have an important place and func- 
tion in the general economic scheme of our industrial world, 
in the particular situations to which they apply. 
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CHAPTER XXXI 
FOREIGN CREDIT 


Distance and the Credit Relation—The development of 
transportation facilities and the widening of markets have 
resulted in the growth of commerce between nations and in 
the economic interdependence of all parts of the earth. In- 
ternational trade has become a distinct and important branch 
of business. 

Trade between nations is in reality carried on between 
individuals. The fact that one debtor is a thousand or two 
thousand miles farther away from the creditor than is another 
debtor ought not to make great differences in the manner of 
doing business. Under ordinary circumstances, however, such 
differences do arise. Distance is not entirely to blame, but it 
is distance which makes the transactions commerce between 
nations, and international trade gives rise to different sets of 
laws, to different standards of business, to different monetary 
systems and credit documents. 

It is not within the scope of this volume to include an 
explanation of the theory of international trade or of the in- 
tricacies of international exchange, but merely to point out 
some of the problems connected with them from the stand- 
point of the credit situation. 

Foreign commerce is carried on principally through credit. 
Credit is even more necessary here than in domestic transac- 
tions. In the long run, a country’s exports and imports tend 
to balance each other. There is as little actual transportation 
of gold as is possible. This is, of course, due to the incon- 
venience caused by transportation, to the expense, and to the 
loss of interest during the time the gold is in transit. Soa 
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country’s debts to other countries (including debts due both 
to transfer of commodities, and also to the “invisible items” of 
exchange) tend to be offset by that country’s credits. In the 
case of individual transactions, banks keep balances with banks 
in other countries, and through these, money owed is paid, 
and money due is collected—with the result that actual trans- 
fer of gold is reduced to a minimum. 

The various monetary systems prevalent throughout the 
world further complicate trade relations between countries. 
When business is transacted with an English manufacturer, the 
value of the dollar in terms of the pound sterling must be taken 
into consideration. When exchange is “at par,” the pound is 
worth 4.866 times the American dollar. But trade conditions 
are constantly changing, and exchange is rarely at par. The 
price of foreign exchange depends upon a country’s balance of 
debit or credit, and so is always fluctuating. Many times 
fluctuating currencies affect seriously the profits of buyer 
and seller and tend to encourage the customer to gamble on the 
fluctuations of exchange. 

If credit is necessary in the domestic exchange of com- 
modities, it is easy to see how much more necessary it is to 
the conduct of business between individuals of different 
countries. 

The exporter benefits by the disposal of a greater quantity 
of goods than would be possible on a cash basis and is able to 
secure greater working capital by discounting foreign drafts. 
He can keep his factory running more regularly than when 
dependent upon domestic demands which are oftentimes 
seasonal. 

The importer is enabled to keep in a liquid form invest- 
ments which would otherwise be tied up for months before 
merchandise could be turned into cash; he can avoid higher 
costs which would be necessary if he had to pay high local 
interest rates in order to pay cash; and he can transact a larger 
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business in proportion to his invested capital than would be 
possible on a cash basis. 


Special Sources of Foreign Credit Information.—Cred- 
its abroad can not be made as safe, as exact, and as scientific as 
they are in this country. Though the very factor of distance 
eliminates many who would otherwise be undesirable applicants 
for credit, the factors of time and distance create some diffi- 
culties. New sources of information must be sought out in 
order that the sale to a foreign buyer may be entirely satis- 
factory. 

In conducting an export business, a firm wants steady cus- 
tomers, who repeat orders continuously for years, and whose 
every order is a basis for another. In order to accomplish 
this, the foreign credit manager must of necessity study the 
nations of the earth, their peoples, their commerce, their ways 
of doing business. He must know intimately the markets of 
Africa, the Far East, Russia and India. He must know geog- 
raphy. A knowledge of language is often a great aid in under- 
standing other peoples, and their customs, and often establishes 
a contact to be gained in no other way. The credit man must 
know about ocean shipping, marine insurance, international 
banking and exchange. 

Sources of information must be developed in such a way 
that he can get the information which he needs. For instance, 
the foreign credit man ought to know at the time he receives 
an order whether or not the customer can buy wisely at the 
rate of exchange then prevalent, and he ought to demand that 
the customer cover his exchange position at the time that he 
places the order. There is no need to allow the foreign cus- 
tomer to use the capital of the seller for a gamble as to the 
possible fluctuation in exchange. 

Again, it is often difficult to get a complete financial state- 
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ment from a foreigner, for in many countries that is not a 
part of credit information. 

The foreign customer is generally willing to give a list of 
mercantile houses in the United States from whom he has 
purchased. This is one way of getting credit information, 
though it is not always very valuable. 

Special sources of information include the National Asso- 
ciation of Manufacturers, the mercantile agencies, American 
Express Export Department, the American Exporter, large 
banks of the large cities, the Commercial Intelligence Division 
of the Government Bureau of Domestic and Foreign Com- 
merce, and the Foreign Credit Interchange Bureau of the 
National Association of Credit Men. 

The government Commercial Intelligence Division bases 
its information on reports of the representatives of the Depart- 
ments of State and Commerce, most of whom are stationed 
in foreign countries and whose information is first-hand. From 
the World Trade directory, there are compiled trade lists, 
which may be obtained upon request. During 1921, the Bureau 
furnished 100,000 trade lists. 

The Foreign Credit Interchange Bureau of the National 
Association of Credit Men has been developed on the same 
plan that ledger interchange in connection with domestic busi- 
ness has been used. It is a non-profit making organization 
which gathers information from those who sell to foreign cus- 
tomers and gets larger experience for buyers in various parts 
of the world. A customer can, by giving information which he — 
already possesses, and pooling it with the rest, receive the 
benefits of the pooled information already gathered concern- 
ing particular accounts. This bureau has been in operation 
since the middle of September, 1919. 


Credit Documents in the Foreign Credit Relation.—For- 
eign buying and selling creates a need for various methods of 
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handling such transactions. Sometimes cash is sent with 
the order, or the buyer is required to pay for merchandise 
before the shipping documents are surrendered. In many cases 
a system of open credits is used, which is equivalent to the 
open account in domestic transactions, and is based on the 
confidence of the seller in the buyer, which induces him to 
deliver merchandise without documentary acknowledgment of 
obligation. 

The usual method of payment is through bills of exchange 
(drafts) drawn on the importer, or drawn on a banker under 
authority of commercial letters of credit. The importer ar- 
ranges with his bank to allow the exporter to draw a bill of 
exchange on the bank at a certain time and under certain con- 
ditions. The “letter of credit’? explaining conditions, is sent 
to the exporter and under the authority of this letter the ex- 
porter may at once receive his money by drawing a bill of 
exchange on his customer’s bank and having it discounted at 
his own bank. The letter of credit merely acts as an assur- 
ance to the exporter and the discounting bank that bills of 
exchange will be honored. 
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PROBLEMS 


Note: The problems here given are grouped under the five Parts into 
which the text is divided. It is not feasible, however, to distribute them to 
individual chapters, inasmuch as credit questions as they come to the credit 
manager’s desk almost invariably involve more than one credit principle. 
In fact, practically all of the problems which follow bring into play matters 
discussed in more than one Part. 


Part I 


I. A. P. Thompson, of Antonville, Illinois, decides to go into the 
retail shoe business in a town of five thousand people located in a pros- 
perous farming community. Thompson has been a salesman for a wholesale 
house for six years. Previous to that he was a retail shoe clerk for five 
years. He has enough money to pay for one-half of his original stock and 
the first month’s rent. As he goes on he sees that he has bought too heavily 
of merchandise suitable for his town trade and too little of farm trade 
stock. While he is applying for further credit, he finds that the only way 
he can keep his present desirable location is to purchase the land and 
building he now occupies. This takes one thousand dollars of the money 
he was going to use as a first payment on the new merchandise and a 
relative loans him six thousand more. Instead of paying rent he now 
makes monthly payments on the property of twice the amount of his 
former rent. 


1, What is the economic justification, other than that of-private gain, of 
the loan of six thousand dollars to buy property? 

2. What is the economic justification of the extension of credit by the 
wholesale house in the purchase of shoes by the retailer? 

3. What economic problems must be faced by the credit manager of the 
wholesaler before granting further credit? 

4. Is the credit granted the retail shoe dealer wealth in itself? 

5. What would be the result if credit were considered wealth in this 
transaction ? 


II. Using the facts given in Problem I, answer the following 
questions : 


1. What kind of credit is that granted by the wholesale house? By the 
relative? 
2. How may the two kinds of credit be distinguished ? 
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3. In the situation indicated is there any chance for the two types of credit 
to be confused. Explain. 

. If Thompson should sell some of his shoes on the basis that they were 
to be paid for on the first of the month, what kind of credit would 
be granted ? 

5. Thompson bought $200 worth of supplies for his repair department. His 
bank account was low, so he borrowed $300 from the bank. What 
kind of credit was this? (Note: The salesman from the wholesale 
house called. He seemed to be better informed than the average 
salesman, so he asked him a number of questions which follow:) 

How many people handle these shoes before the retailer gets them? 

Is credit extended for each transfer? 

If one fails to pay what happens ? 

What is the position of the bank in relation to the credit chain? 

10. From what source should the money for payments on the store building 

come in order to keep the business on a sound basis? 


pa 


Nob cies iA 


III. After using various sources of information the following facts 
were available concerning a certain risk: 


C. C. Carson, age 47. Ten years retail salesman. Divorced. Five 
years successful retail grocer before becoming salesman for a canning com- 
pany. Good health. One fire while retail grocer. Established present 
location nine months as retail grocer. Results of five years’ successful 
operation invested in real estate. Net worth in business alone $2,750. 
Trade reports good. Officer in Retail Grocers’ Association. Drives 
Cadillac sedan. Spends more time in store than any of his clerks. State- 
ment shows $1,000 Liberty Bonds. Trade center moving two or three 
blocks away. Beginning to extend credit to meet competition of “cash and 
carry” chain store. Bank reports him satisfactory. Owns a number of 
shares of stock considered speculative. Paying some of the expenses of a 
nephew in college. Sales increasing steadily the last three months. Partial 
crop failure in community. 


1. Classify the information as to its bearing on internal factors such as 
character, capacity and capital and on external conditions affecting 
the basis of credit. ; 


IV. A. L. Simpson is putting in a general store in a town of 6,000 
people in Central Kansas. He has decided that the departments are to be 
as follows: 


Groceries, Meat, Hardware and Paint, Men’s Ready to Wear, 
Women’s Ready to Wear, Millinery, Shoes, Dry Goods and Notions. 


He is planning his budget carefully and has asked you to indicate the terms 
he can probably expect in each line. You work out the amounts which 
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must be paid on certain dates. He wants further explanation, and you 
list each department, giving customary terms and the reasons for the length 
and character of the terms. What did you give him? He is also interested 
in cash discounts. What figures did you set up in order to show him the 
amount of his savings by taking advantage of the cash discounts? 


\ V. Simpson’s general store prospers. What credit instrument will 
undoubtedly represent the majority of his credit transactions? How many 
copies of this particular type of record will there be available? If Simpson 
decides to put in a farm machinery department and sells on a credit basis, 
what new form of credit instrument will probably be used? Simpson ~ 
decides to incorporate and allow a friend to participate in the ownership 
of his business. By what kind of a document will this interest be repre- 
sented? Will it be a credit instrument? Later he decides to put up a new 
building. He raises money by issuing bonds. Would these bonds be credit 
instruments? He pays for his bills each month by check. In which class 
of credit instruments does the check belong? He decides to make a buying 
trip thru the east. Write up the letter of credit which his bank gave him. 


VI. Which of the following statements are correct: 


1. In order to be negotiable a credit instrument must reveal a conditional 

promise to pay. 

2. In a negotiable credit instrument where the sum payable is expressed 
in words and also in figures and there is a discrepancy between the 
two, the sum denoted by the words is the sum payable. 

3. The validity or negotiability of a credit instrument is affected if it 

is not dated. 

A consideration is not necessary for a negotiable instrument. 

A telephone conversation will serve to protect a draft. 

A draft is a document of title. 

An order bill may be negotiated by delivery where, by the terms of the 
bill, the carrier undertakes to deliver the goods to the order of a 
specified person and such person or a subsequent indorser has indorsed 
it in blank. 

8. A contract to sell and a sale are not synonymous under the Uniform 

Sales Act. 

9. The terms “dishonor” and “protest” are the same under the Negotiable 
Instruments Law. 

ro. An order, until it has been acknowledged in writing, shipment of goods, 
or otherwise, is subject to cancellation. 


saya 


Part II 


I. The Black and Brown Paper Company have about twenty thousand 
accounts on their books. Some of their customers buy only $30 per month 
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while others buy $6,000 to $8,000 per month. Ten people have been doing 
all the work in the credit department during the last few years. Only 
about 7% of all the customers have been seen on a personal interview 
and many of them only once in the time of their period as customers. 
Losses have averaged the customary amount in this line of business. In 
determining the policies for the new year one of the questions to be decided 
is the addition of another high-grade credit man which will make possible 
the use of personal interviews to a greater extent both in the office and 
on the territory. As credit manager, what figures regarding sales, business 
turned down, losses, etc., would you present to justify the additional 
expense? What arguments concerning the importance of the personal 
interview would you advance? What particular items of information not 
now readily available do you think would be made useful to the house? 


II. The head of your firm has been elected president of the local 
association of credit men, representing most of the wholesalers and manu- 
facturers of a community of 200,000 people. Inasmuch as you were at one 
time assistant secretary of another association, he asks you to suggest a 
program of activity for the year which will serve to accomplish the purposes 
of the organization. State in detail your plan as to meetings, committees, 
and things to be done. 

Imagine yourself the president of a retail merchants’ association. What 
fundamental elements of that organization do you find in good working 
order? How may you improve this activity? In what way would your 
program differ from the situation just preceding? 

On what basis would you select the legitimate activities of a trade 
association credit bureau with which you are also associated ? 


III. The Everwear Shoe Company, with four stores in the retail 
district of a large city, submits the following figures for three years’ 


operations : 5 d 

Feb. 28, 1922 Feb. 28, 1923 Feb. 26, 1924 
PAO UNIGISHASSCES cia. a0 ar aon ets arers $ 556,606 $ 555,042 $ 830,114 
+ Fixed Assets per Statement.. 215,840 417,068 485,516 
Currentaliabilities: ¢... «<< 275,472 206,414 490,256 
Movalwliiabilitiesnprwmsk senna 275,472 307,290 498,412 
Net Worth per Statement.... 496,074, 664,420 817,218 
Receivablesieer .tsctrnae sere 5 eave 53,934 65,266 104,320 
aNLErChAandiSeeerine acters 1c ore 455,410 481,494 710,820 
ARN tall HS ALCS ere aalemnsisl sheicseve ane 1,987,562 2,035,460 2,271,808 
Atititiali eto titsamieces wenn eas 51,122 207,448 180,664 


During the last year two new stores have been opened. Work out the 
ratios for each year, arranging in parallel columns: 
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Current Liabilities to Quick Assets 
Receivables to Merchandise 

Total Liabilities to Net Worth 
Net Worth to Fixed Assets 

Sales to Receivables 

Sales to Merchandise 

Sales to Fixed Assets 

Annual Profits to Net Worth 
Annual Profits to Sales 


Analyze the results and give your estimate of financial condition. Is 
the company becoming stronger or weaker ? 


‘ IV. Does the following statement indicate a good basis for credit? 


ASSETS 

K @ashwongilandpande in Bankeaeremrtry reat aeetre cee <2 $ 200.00 
Notes Receivable Secured—Good.............00cceeee: 339.34 
ACCOUNTS ReCelVvable——GOOdeeucmeescdee coticae tee sites 236,741.61 
Merchandise (rugs) at Cost or Market (use lowest).. 520,428.34 
PAMIOSMANC ED TUCKS heen tots cree crt eececiine octane coe 4,805.09 
ixtinesm atid Euriiture ser sees der aeteereeneiie rate tea 7,154.10 

Other Personal Property: 
REAPS S tate rye rayeteuctn cere tar stones oilers oe ever oletatleverehr ache e-siti ave sates 7,092.10 
Values otalnsurances Policies, erasers seine a 7,539.60 
(Ghamberor Commenrcesbondsarer mn esicecde cite ster: 100.00 
Salesmansw Advances lexXpensSeSenw. «sive pis eet e sl clers 310.00 
DEpositeon ILeaSee an, nie cloei one sateetouitttte aici aieiste eee 950.00 
MUSOU LAR ae eve todo hana san enero Lapeer eva ar wialehePatevea eee oi $785,660.18 

LIABILITIES 

Open NccountsmNot, Dueaseee creleyeecrtei vase «cls sree ee $150,235.66 
Open Accounts Due—Bank Notes and Overdrafts...... 178,966.10 
Salesiian-s@omitnission—-Acchtted em anionic ce ec ie 2,904.34 
IinternalmReventiemlax. Payablen- nm pev.mmrtent. oecle sane 7,459.62 
@) thera leiabiliticsne ssa on cere te acco area tie oa pevens = aueysae arc 13,162.90 
(CADE 3.08 ontario OS COSC BUN Dm O OC 6000 G0.Ec OramnO OTD 391,700.00 
Suuplusmandme ndivided sProttsneyeci alte ane ciee ss 41,141.56 
APG, Qin 5h eet tete Saad Peer mGicts ocx cick di oe ener $785,660.18 


If you knew that most of the merchandise was rugs and that sales 
had been falling off for the last six months, what would your answer be? 
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SV. The following statement was dated September 30, 1022, reporting 
the condition of the E and D Produce Packing Company: 


ASSETS 

Cashmonm Mand’, rece --eicis ens ce $ 1,259.16 
Burchase Depostts. = .cca.asse eee 4,300.00 
Burnituresand sbixtures.....0.6 ome 379.50 
Avutomob lems sacmcmare ec noes sie eiei ee 965.90 
Buildings and= Structures... ett 187.00 
Nccountsmneceivabletem «qatacieis sists 7,635.63 
Fanny implements cccve ae ee ee 18.00 
Inwentotnyserccscterac os connie teers 15,010.78 
USOUETACtSuree srs overs, sponeyexevcheee Tae 1,773.98 

“ROCA ei Jem tet eteee onct therep ate eae $31,529.05 

LIABILITIES 

GapitatpAccounteasynieeeeiceieeeer $ 7,000.00 
INotespRayabless ance aces eee 2,000.00 
MepositsvonaContracts:. seen 6,400.00 
INCCOUNIES DAV aD Len alters sieimree re 8,540.00 
Surplus and Undivided Profits...... 7,589.89 

AL Otall sree eeeaeo eee $31,529.95 


The following statement of the same company was turned in to a 
mercantile agency on March 31, 1924, giving the financial condition of the 
same company: 





ASSETS 
IMerchandiS@untcnrec.taactottniainct oer mere $ 1,855.20 
IA CcoUnts recelvab lenca nacre renee ner 3,017.10 
Gach eimy bankers accents siaere ores ¢ Sete e ee 10,426.26 
MACKINGR Vee fick in soca caaecos ake mere 3,700.00 
IRAN CUTE OStie eta cP c cis oe avera este oa) Nee RCRD 1,008.00 
Realestate acca cise tcati oe oo OSM ee nets 1,426.00 
Othermassets—kha Re claims... <eeeeeeeeee 43,614.95 
Money advanced mdse.—future delivery.... 2,250.00 $67,297.51 

LIABILITIES 
@penvaccounts: tor mudsensoe, eerie $ 7,316.79 


Undivided profits due others.............. 4,996.65 $12,313.44 


INET OW GREE cca caret tent teenie $54,084.07 
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Sales the past year to January 1, 1924, $20.617.24 
Insurance on mdse., $3,000.00 

Insurance on bldgs., $1,500.00 

Other information was given as follows: 


“Above statement was thought to fairly reflect the condition 
of the business at that time and is. considered for the most part 
self-explanatory. Cash in bank was confirmed. Later investiga- 
tion finds them maintaining substantial balance at all times and not 
to be seekers of credit there. 

“Tt is the opinion of authorities that they have been doing a 
good volume of business, and that late figures would show some 
progress made, however, in the absence of same, do not offer in 
excess of $20,000 as an estimate of net worth for credit purposes.” 


TRADE OPINIONS 


“Their principal purchases are made direct from the growers 
on a cash basis. The following trade information was received in 
the local market : 


Hicu Crepir PAYMENTS Owe CoM MENTS 


$1,460 Slow $475 $475 past due, fair acct. 
$485 past due 90 days 
“One other house consulted reports no recent experience.” 


ANTECEDENTS 


“Commenced business Jan. 1, 1922, previous to which time both 
parties were engaged as buyers and shippers individually for the 
past ten years at this point. Previous to that were employed by 
others.” 


Fire REcorp 


Clears 
GENERAL REMARKS 


“Those interested appear personally well regarded and con- 
siderably experienced and capable in this line. The business is 
given their close attention and they are thought doing a good volume 
and making some headway. Prospects appear favorable.” 


1. Make suggested application of ratio analysis as seems expedient com- 
paring the two statements. 

2, What points are brought out by comparison? 

3. What points in connection with general information would affect your 
interpretation of the significance of particular ratios? 
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VI. The following statement has been copied from the records of an 
Adjustment Bureau. 


“Minutes of a Conference of Creditors. In re: XYZ Com- 
pany (Men’s Furnishings), 3440 E. Chicago Avenue, Omaha, 
Nebraska, December 10, 1924. In this conference of creditors 
seven debtors were represented. Conference called for purpose 
of submitting to creditors assignment executed by subject on 
November 30. Investigation shows conditions as follows: 


ASSETS LIABILITIES 


Merchandise ..:..... $1,430.54 Approximately ...... $3,700.00 
oixctunesvrer ta essceierccre 234.50 
Fixtures on contract 

costing $2,587.50, 

AOA Soden Bon od 165.50 


“This statement was first ever seen by creditors. 

“Debtors commenced operations ninety days before on borrowed 
capital of $1,000. They advise that they did not have any means 
outside of this borrowed money. They secured a lease on the 
premises to run 7% years at a monthly rental of $200.00 and made 
a deposit of $600.00 as security on the lease. They claim to have 
spent the balance of the $1,000 as initial payment on fixtures, 
$165.50, and on miscellaneous expenses, etc. Consequently they had 
to purchase all of their merchandise on credit. They give the 
foregoing as the reason for the deficiency and, in addition, state 
that they drew on the business $33.00 per week each (two partners). 
They have paid 3 months’ rent of $200.00 a month, or $600.00, 
making a total expense of about $2,000.00. 

“They state that their receipts for the period of operations were 
about $2,000.00, which was used to apply on accounts and pay sal- 
aries and expenses. 

“Tt was decided not to force this concern into bankruptcy 
because subjects had not secured any material gain. The assign- 
ment was ratified. 

“Relative to the iease, which seemed to have a substantial value, 
it was reported that the landlord is desirous of securing the return 
of the premises as he has a tenant who will pay $300.00 a month 
on a longer lease. 

“Creditors attending this conference instructed the Bureau to 
pay one month’s rent of $200.00 to hold lease and attempt to find 
a purchaser therefor. If, however, the landlord would return 
the $600.00 deposit then the Bureau was instructed to accept this 
amount and surrender the lease.” 


} 


of $50.00. 
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1. Does this situation emphasize the importance of getting financial state- 
ments? Why? 
2. As one of the large creditors, what would you tell your credit manager 
on this subject? j 


The A B Company, a new concern, opened an account with The 
\~ Minneapolis Salt Products Company on April 21, 1923, the first purchase 


BALANCE SHEET, MARCH 31, 1923 





ASSETS 

Current 
Gashwine Banke worn cnn tose queers $ 73.61 
Petty ne Gas it tesa terete sts) oo tie) ore averse 54.60 
Accounts Keceivable..........5+-5> 1,786.50 
(tray sete obeankscdacenaeocec 3.36 
Notes Receivablecyn ccnsimsreston- ss 4,750.00 
Material and Supplies............ 4,924.98 
Notes Receivable—Subscribers..... 10,267.91 

Deferred 
Alteration to) Burldingz.........0.- $6,772.49 
Organization LxXpense <.en iii. oe 9,001.33 
roductSeectnii es lores araer 13,652.64 
PrepaldeeinsuianCe’y.7. .1tlerere cle stelsio% 830.28 
Denositesvercwicestnsc tec ee se ee 350.00 

Fixed 
LENA, cian OCR GO cOOTrEa Oe eT OK $9,500.00 
PAULOSHReie Sore? ate Seles se $6,424.86 

Reserve for Depreciation 348.62 6,076.24 
Smiallehoolsincs ve cto xacicsersecosiss 250.00 
WUC ASCHOl Ate seis cicyasarsieis eres eiarelone olere 149.67 
Weaseholdsecas cate erosion sie lem ears 250.00 
Customers’ Equipment............. 2,156.50 
Office mE auipmenntiay sect oie teres 1,661.33 
lectrie Mixtures matiei cise tii rre 2,046.64 
Machinery and Equipment......... 21,544.41 
PL OTAL rar scsecel cherie aetvereks 


$21,860.96 


30,606.74 


43,634.79 


$96,102.49 





being for $10.50. Further purchases were made during April to the amount 
On May Ist an order was placed for a carload of merchandise 
which would amount to about $300.00. A report was called for from an 
agency before the order was filed. The report was as follows: 
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LIABILITIES 
Current 
NotesePayable wre sere ee ee $10,412.28 
Trade Acceptances Payable........ 2,312.95 
ACCOUNTS S Lay abl Geri trinitrate 10,141.09 
Contractsseayaplemererrr ire rr 2,027.95 
Options mPavabletes se aec cere ar 100.00 
PersonalmPayablel waesgacis se eee 876.92 $25,871.19 
Accrued 
Accried a bayiollacnemariacmas coerce 791.09 
Fixed 
Moricacem Payables wa. 5,000.00 
Capital 
Capital Stock ($500,000 authorized) $51,670.00 
Subscription! acess «eo sees 21,180.00 
$72,850.00 
Less Common Paid on Sale of Stock 12,661.14 60,188.86 
Partdsingourplusecee merece 10.00 
Less on Operations (Red.)........ 3,661.62 
[ossnonm \laxwelllgseee cece 579.73 
Motalmeossm (Redhat anccceeeiee 4,241.35 
MD OPAL ahem aeereteroriais ap Grete oiste $96,102.49 


The report also stated that a capable man was manager and, although 
operations had been at a loss, prospects for a profitable business were good. 

After some hesitation the order for $300.00 was filled on May 9. Other 
small orders were filled. 

On May 11 a check was received for $50.00 in payment for April business. 
On June 11 a check was received for $200.00 and on June 20 a check for 
$154.74, paying the May account in full. June purchases amounted to 
$342.50 and were paid for on July 26 with a trade acceptance due in 15 
days. On August 1 an order was placed for goods amounting to $367.50. 
This order was passed under protest of the credit manager at the request 
of the general manager, who had interviewed the manager of the A B 
Company and was favorably impressed with his personality and capability. 

The trade acceptance, given on July 26, was paid when due on 
August 11. On September 19 two trade acceptances were given for a 
total of $472.00 in payment of the August business. These were payable,— 
one-half in 30 days and the other one-half in 45 days. On October 15 
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a further purchase of $218.22 was allowed by the general manager against 


the credit manager’s protest. The general manager’s willingness to extend 
unmerited credit was due to the promises and strong personality of the 
manager of the A B Company. On October 19 the first trade acceptance for 
$237.78 was returned by the bank as uncollectible. 

The A B Company was thrown into involuntary bankruptcy on Octo- 
ber 24. The claim of the Minneapolis Salt Products Company amounted 
to $743.32 and was still in the Bankrupt Court on October 17, 1924. The 
credit manager refused to O. K. the last $675.00 worth of credit extended 
to the A B Company by the general manager. 


1. Does payment of an account when due by a trade acceptance indicate 
weakening of credit standing when it has not been customary to make 
payments in this fashion? 

2. What points in connection with the statement indicate weakness? 

3. What points indicate strength? 

4. What suggestion would you make in connection with the relationship 
between the credit manager and the general manager of this company ? 

5. What is the fundamental basis for a relationship between the credit 
department and the general management of a concern? 


fv Part IV 


ix © 

V°I, The Buy and Sell Company has been a customer of the Merchants 
Wholesale Dry Goods Company for the past five years. High credit $1500. 
Never discounted. Always a few days behind but always good. During 
the past eighteen months payments have become slower and slower. $3000 
is now 60 days past due. The ordinary statement and one letter and one 
telephone call have gone: out in hopes of getting payment. 

Indicate what was probably said in the letter and on the telephone. 
Assume that all of your skill as a collector was needed to bring in this 
money and that you did everything except force payment by legal action. 
Indicate in detail the series of telephone calls, letters, interviews or other 
steps in the collection process which you used before you were successful 
in getting payment. 


II. John Swanson, operating a small chain of markets, has been 
buying from The Kansas City Soap Company for 3 years. It is under- 
stood that he is well fixed financially, a very capable man and enjoys an 
excellent reputation for honesty and integrity. He began as a small 
buyer, gradually increasing his purchases in line with his increased volume, 
caused mainly by the increase in population. He has always discounted 
all bills and the credit manager has no hesitancy in passing on his credit. 
Lately, however, he has stopped discounting, and on the strength of his 


412 PROBLEMS 


past record we have filled a half-dozen of his orders, the oldest of which 
is now 30 days past due. (Terms are 2% 10 days, 30 days net.) The 
collector, who has called twice, was told the first time that check had been 
mailed. On his second trip they told him that it would be mailed that 
night. It has not yet been received. 

The Board of Trade report shows approximately $8000 extended with 
only $100 past due. The Kansas City Soap Company has extended him 
as high as $150, of which $125 is now past due, and they are holding an 
order for $50.00. 


1. Should this order be filled before his past due account is paid or would 
you demand that account be brought up to date? 
Ds How would you collect his account and still retain his good-will? 


Wee I. The following information has been copied from the records 
f an adjustment bureau: 


“Mr. A. B. Smitu, Circle DEPARTMENT SToRE, Subdivision Center, 


EI! Paso. 
ASSETS 
Gasheinuhandiecas ccc soc: vic ate Re eee $3,200.00 
Gashmingbatt lees critics cts soe Gicmtrore ee ere re 574.50 
Merchandise scents; citar ici eee eer 8,421.60 
Fixtures and other equipment............... 1,650.00 $13,846.10 
LIABILITIES 
For merchandise—accounts not due but owing .$6,741.70 
Bixttires etc abouts. nsccsigs chine omnia 1,000.00 = $_ 7,471.70 


“Books of account kept daily. Cost records kept. Accounts 
not sold nor pledged to creditors, banks, finance companies, or others. 
No claims in attorneys’ hands or suits against them. No merchan- 
dise on consignment or conditional sale. Business property leased 
for 5 years $125 per month, Did banking with Southwest Bank and 
Trust Company. Business in general merchandise. Had previous 
experience of 10 years with Marshall Field, Chicago, 1921; M. 
Lewison, Cicero, Illinois, 1923. Carries no life insurance for benefit 
of business. 

“Summary of Profit and Loss: New business. Does not hold 
land or buildings. Buys principally from local firms. March II, 
1924. 

“Meeting of creditors April 7, 1924. New statement was pre- 
sented as follows: 
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ASSETS 
Mer chandiSeen sais eee eisies ace vie teas? $ 7,091.42 
SEX CULES meer ate srate MeV Sonshine ole wrote Miusleroullore 486.79 
Equity menixturesar srr ce cree ree eres 4 40.00 §$ 7,618.21 
LIABILITIES 
IN TONSHIEIONY Go ahaod ae on ondanbdoodseuane $12,902.47. $12,902.47 


“Creditors were advised that to date the Board had been unable 
to get a line on the subject. None of the creditors knew anything 
regarding the subject, his antecedents, or were intimately acquainted 
with him. Final payment 18c on the dollar through bankruptcy 
proceedings.” 


1. How do you explain the change in positions as revealed in the statements 
taking place so suddenly? 

2. In what ways do you think the credit managers of the firms selling the 
department store are to blame? 


IV. The customer, whose credit standing was in question owed 
$1,500.00 overdue, payment of which he was withholding on grounds of 
dispute in price. Dispute in price arose on deliveries of materials under 
contract, basing price on rise and fall in market on the particular com- 
modity. A new contract was made cancelling old contract. A new order 
was submitted to the credit man under new contract for credit approval, 
approximating $1,000.00. If the order were approved, the total amount 
involved would greatly exceed the customer’s credit limit. If the order 
were not approved the credit man would cause breach of contract for non- 
delivery. \ 


1. What is the correct action for the credit man to take? 

. Contract contains clause providing 30-day terms if buyer’s credit standing 
is satisfactory to the seller. Would it, therefore, be permissible under 
the above circumstances to tender shipment on terms of sight draft 
against order bill of lading? 

. What action should the credit man take if it were determined that 
sight draft against order bill of lading was the proper procedure? 

4. If buyer refuses to accept shipment except on terms specified in contract, 
what facts should the credit man be prepared to present to prove 
buyer’s credit standing to be unsatisfactory to seller? 


N 


& 


5. Would an unpaid disputed account be sufficient grounds on which to 
deny further shipments on credit? 
6. Suppose the customer produced a statement from his bank showing 


ample funds to pay for any materials ordered under contract. Would 
that be sufficient justification for the credit man to make shipment? 
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7. Suppose buyer, by confidential reports from other creditors, was shown 
to be in the habit of disputing accounts. Would that have any 
bearing on the approval of this order? 

8. Would it be proper to take agency reports into Court to prove buyer’s 
similar tactics with other creditors? Give reasons. What should be 
done by a credit man before a sales contract is made with a buyer? 

9. Suppose contract provides deliveries over a period of time. Should 
credit man satisfy himself of buyer’s ability to carry out his part of 
contract in the aggregate, or merely for such shipments as might be 
owing in any given period created by terms of sale? 

10. Suppose it were determined wise to make shipment on terms specified 
in contract and the account were ultimately lost, due to financial 
inability of buyer to pay. What responsibility should attach to the 
credit man for having approved the order? 

11. Suppose it were determined not to ship the order on customer’s refusal 
to accept sight draft order bill of lading terms, and buyer sued for 
breach of contract for non-delivery. What responsibility should 
attach to the credit man for causing breach of contract? 

12. Should the credit man, in your opinion, be capable of properly determin- 
ing the correct course of action under circumstances like the foregoing ? 


V. The customer was a moderately successful paint manufacturer 
selling almost exclusively to a dry-docking company for painting large 
vessels. He had been buying regularly from the seller for a number of 
years, purchases approximating an average of about $300.00 per month. 
Bills were satisfactorily paid according to terms. Seller decided to remove 
local branch from which purchases were made. Commodity in question 
was Turpentine Substitute requiring large tank storage facilities. To reship 
this stock to a distant point would have been quite expensive for the seller. 
The buyer in question had large tank storage facilities and in this respect 
was prepared to take over the entire stock, amounting to about $3,000.00. 
Buyer, however, refused to take this stock (August) unless given December 
dating, the entire bill to mature on December 3rst. ; 


1. What specific things should the credit man determine before approving 
such delivery on terms proposed? 
2. Let us assume that all of the ordinary credit requisites are present and 


ample to justify the transaction. What precautions should be taken 
to provide for unforeseen contingencies? 


VI. The transaction referred to in the preceding problem actually 
happened in 1918. When the armistice was signed, greatly affecting ship- 
building and ship-repairing, sales of this buyer were practically wiped out, 
precipitating bankruptcy. The credit man discovered buyer had secretly 
hypothecated to the bank accounts receivable and other assets. Title in 
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the commodity had been transferred to the buyer at the time transaction 
was closed. 


16 


2 ~N 


Il. 


12. 


Would the remaining stock of this material be available to apply on 
the buyer’s indebtedness to the seller? What reasoning do you use 
in arriving at your conclusion ? 

Would the result be different if the material had been transferred on 
consignment at the time the transaction was made? 

In addition to a bona fide consignment agreement in such transaction, 
what further steps are necessary on the part of the credit man to 
make such a transaction bona fide under above circumstances ? 


. Is that necessary in all states? 


Should a credit man in such a transaction be sure that the stock is 
adequately covered by fire insurance by either the buyer or the seller? 


. Has the seller any redress against buyer for secret hypothecation of 


accounts receivable and other assets which were given as a basis 
for credit? 
If so, what must he prove? 
Are there any laws in effect on the subject of false financial statements ? 
Would this transaction come under the purview of such a law? 


. Suppose the financial statement in a case like this were furnished 


through the United States mails. What course of action would be 
open to the credit man? 

In order to prove fraudulent use of mails in connection with a financial 
statement, what documentary evidence is very essential ? 

Should this evidence be kept and filed by the credit man in all such 
transactions by mail? 


VII. On May 28, 1924, the Cooperative Lumber Company of Portland, 


Oregon, received application for credit from a building supply house which 
had recently opened a branch store in a neighboring city. They obtained 
a report dated October 25, 1923, from R. G. Dun, which read as follows: 


“BROWN BurLpING MATERIALS CoMPANy (Registered). SoLe 
Owner, JoHN Brown. He is aged 25 and married. Has resided 
in Portland since the latter part of 1913, the family coming origi- 
nally from England. He was formerly in employ of brother, who 
operates as Brown Roofing and Paper Company and commenced 
on his own account February 1, 1920, and has made progress. 


STATEMENTS 


“At the commencement of the business he claimed a cash capital 
of $2,500, 


416 


PROBLEMS 
Date Assets Liabilities Net Worth 
February 1920 $ 2,800.00 $ 1,000.00 $ 1,800.00 
May 1921 22,750.00 current 
January 1922 52,501.96 18,842.45 33,749.51 
May 1923 124,689.89 49,724.42 74,905.47 


“The following unsigned statement from inventory of October 
1, 1923: John Brown sole owner. 





ASSETS 
Menchandiseronthandierccatccccs aise ents tere sarseerctstteers $ 78,571.27 
Accounts ‘receivable: omen snc coe cis dcaivicie eaormnan tere 22,612.18 
(Gastiont shams pete ae isesreisrs ets rae eo onnvaie aie Gale ier etetetne 180.00 
Gashsina bance ache oar, - ooreeee crys Oke eretvertererere 14,379.46 
AR Abi clhee R taro GRO Rare nia Ne Aare, GA AIO ee SO eI 22,500.00 
FAat Selle rire aiolsMeerolclaves ssas ashe uonar stent one tale meelomevare lars 17,000.00 
15-year lease—last month’s rent paid............... 33,000.00 
$188,242.91 
LIABILITIES 
For merchandise not due............... $41,822.85 
Woansmhromn, bankeypteccreser.-s ctrl cestshens 15,000.00 56,822.85 
Siar plusipac add Aisels.s ec aloe oesiee at ectomnt eet $131,420.06 
REAL EsTATE 
a2 GP AWAY enn (LESIGETICE)) iitteroisisl-oerersersiee $12,000.00 
Vacant lot Cor. 34th & Lane Sts....... 1,100.00 $ 13,100.00 
Neer WoOREE seise tins tise teadn cea ive ace Ae $144,520.06 


Insurance on stock $72,000; also carry employer’s liability insur- 
ance. 
GENERAL INFORMATION 


“Those consulted believe that statement as above given is correct 
from owner’s standpoint. It is noted, however, that in the assets 
he has included his household furnishings as an asset which would 
be eliminated and the home would be subject to homestead exemp- 
tions up to $5,000. A short time ago he sold an apartment house 
to good advantage and bought a new residence and expended 
amount stated in fitting and furnishing the place. Is also understood 
to have recently purchased a new Cadillac passenger car. Those 
interviewed say that there is no question but what he has made 
wonderful progress, has from time to time added different depart- 
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ments, such as electric fixtures, building materials, hardware, 
plumbers’ supplies, etc., and now carries a large up-to-date stock 
of merchandise. He has a payroll of 51 men. His accounts receiv- 
able are considered reasonably good. Has valuable lease on the 
property occupied. Has two leases, one a fifteen-year lease now 
running 13% and recently leased adjoining property for fourteen 
years. The property is improved with a one-story and two-story 
brick, the two-story is rented as a hotel and on the rear on A 
Avenue is a row of two-story brick apartments which he rents; 
he also sub-rents the stores on the 16th Street frontage that 
he does not use himself and on the B Street frontage. The prop- 
erty has a frontage of 330 ft. on A, one block frontage on 16th 
and approximately 150 ft. frontage on B St. Those conferred with 
say he has a very valuable lease and it has recently been estimated 
worth $185,000 by reliable real estate men. ‘He gets a good income 
from the property and has what he considers favorable prospects 
of securing a 99-year lease on the entire property before his present 
leases expire. It is also understood that of the liabilities to bank of 
$15,000, which amount is correct, $10,000 was borrowed to take care 
of the fourteen-year lease acquired. A few months ago he opened 
a retail branch in Salem and is said to be doing a good Dusiness 
there. 

“He is regarded as a good salesman and an untiring worker, 
has his business well systematized, and believed to be doing well. 
It is understood from outside sources that at one time quite an 
amount was made in outside speculation, which at the time was not 
altogether approved of, but appears to be giving his undivided 
attention to his commercial interests now, and while he is in some 
quarters believed inclined to spread out considerably, he is favorably 
regarded and his relations at the bank are satisfactory. 

“The building he occupies at 329 E. 16th Street is a two-story 
brick one, with the same character of building at 517 E. 16th Street; 
a two-story frame building on C Street; brick building in Salem, 
protected by city fire protection, interior fire extinguishers, night 
and day watchman, and employees drilled as a fire brigade. 


FrrE ReEcorp 

“None. 

“Credit was extended and an account opened June 1, 1924. The 
terms were net—1oth of the month following month of delivery. 
All orders to be given by the branch store were to be confirmed 
with a written order and signed by the branch manager. 

“The first month’s purchases amounted to $2,800.00. The 
account was not paid by July 15 and a telephone request was made 
for a check, which was. promised. for the day following. After 
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waiting two days they were again asked for a check and the 
excuse was made that they were having trouble in checking 
invoices. This matter was immediately straightened out and a 
check again promised for the following day. After waiting two 
more days the branch manager was again called on the telephone 
and he said the delay must be in the main office, and that he would 
call them immediately and ask them to hurry the check up. He 
called back on the telephone with the statement that the check 
would be mailed right away. The Company again waited two 
days, the check not having been received, and the account now 
being about $3,500.00. The branch manager was called and advised 
that no more of their orders would be filled until check was 
received. The check arrived the following morning. 

“Their July account, which amounted to $2,000.00, was not paid 
until August 27, and they gave as their excuse that they had been 
compelled to discharge their bookkeeper and had been unable to 
check invoices. The same procedure was necessary to get the 
check as was used the month before. About this time it was 
noticed that they were having to file a number of mechanics’ liens, 
which indicated that their collections were not good. 

“Their August account amounted to $1,800.00 and was not paid 
until September 22, after the usual amount of calling on the tele- 
phone, and so forth. In September a $1,000.00 limit was placed on 
the account, and when the branch manager was informed of this 
he stated that he could not do business on such terms and _ that 
he would be compelled to do his buying elsewhere. The Company 
replied that if he would furnish them with a late statement, and it 
indicated a healthy condition of the business, they would then be able 
to say what amount of credit could be extended to him. 

“The latter part of October the following statement was 
received : 


ASSETS 
Ban kee ACCOMM tas ciate crc (s sisi aratecs chetere oe om era re cohen Ee =u) 1,202.08 
Cashtonuland Ferenc «estos. an <picoisr toca sien ee een ares ae 230.00 
PXCCOUMES INE COIVAD Ll verchetaks ac ca cle arate crasrnnterte Ser terteee 86,059.94 
Real EES Cate ea itvais ors, cs leseise citys ateualel si crates rae ee ere eee 45,211.54 
Merchandisesinventory-.oqcriacsciceecteercetereceee ere 125,338.72 
AI Go) Oh Ren IA CCR Rte eee SSRIS Aol asrcte 25,542.01 
Burnitureandmbisctures ac. cate creme mieerenn roe ere 8,377.60 


The last year’s rent advanced on 15-year lease, buildings 
on 16th Street, located from A Avenue to B Street 
and!=330/ fete Geep it's cin ater wate eee PAS 33,000.00 


DOTA eenaren vis tye as mo a ee $325,052.62 
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LIABILITIES 
ACcoUntsebayablemcmtnytcn ssa otucs nome neice masscant $123,461.62 
INGCOUNtSE bayablemGonthactSsritrrie srs cle sles ae ceiaas nievere 19,793.88 
INOLESE AY ADC ePN NCPR veces persone neice eet esate 35,000.00 

$178,255.50 
SUP l tS Ar Gorn weno cetenctelaetanic vince 6 whee Dersiete Cus 146,797.12 
CRODAT Mare epi onn eine eatee ais eae nis. aoe ne Te eee $325,052.62 


Insurance carried $112,000.00 
Lease worth approximately $225,000.00 


(Signed) Brown Burtpinc Matertats CoMpANY 
Per John Brown 


1. How much credit is this firm entitled to? 

2. What significant ratios have changed during the period between the two 
statements ? 

_3. What is the significance of each change? 


VIII. Mr. A. J. Stratton, a groceryman, has been doing business 
with The Eastern Wholesale grocers for years. About ten years ago he 
went through bankruptcy and settled about 75c on the dollar. He has 
been getting credit of from $75.00 to $100.00, terms 60 to 90 days. The 
wholesale company has been holding one order until he pays for the previous 
one. At present he owes the company $78.00 for an order of October 20 
and they have a new order for $73.00 taken on November 24. The com- 
pany’s collector called on him December 5 and asked for a check for’ the 
October 2oth account and stated that until check had been received the new 
order was being held. He said to continue holding it until he mailed the 
check, as he could not pay the collector that day. 

The following statement shows condition of Mr. Stratton’s business 
on March 1, 1924: 


ASSETS 
(CaS) Gil loki Bae cesnoctaracor eounu oor oon. $ 400.00 
(Gas hipimbban eae, seer oye cc eee ceclore set eerctoe eaves 1,671.20 
Necountsm Kecetvablemmecmea. sc tiaeiaeecrae 11,780.26 
Mer chandises sve saverensvasfarea choot sve etcraeteves.cils 37,469.64 
[BO CKO OROSY clscag DOE Ce ERE SO OP NCTRORE ACIS OAD Smee 7,835.05 
Wandeandabuilldinesiecimtee ret rmactine cis 18,500.00 
erepardmlns trance mete iota crt ltteer loti 1,314.09 


PANICO) PEXQUIPIMEN Faye re ereis crave tole sielissersless%s) «1s, 6v6 2,700.00 $81,670.24 
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LIABILITIES 
Accounts Payable (Merchandise)......... $25,704.16 
Notes Payable (Bank, R. E. Loan)....... 3,500.00 
Notesmeayablen(Banks)iitacmasias cis cies oe eae 2,500.00 
NietenWionthy sacar. creme oneasnecures 49,966.08 $81,670.24 


A report made by the Ledger Exchange of an adjustment bureau on 
March 24, 1924, shows 41 reports: $15,000.00 owing; $3,000.00 past due, 
with 18 reporting slow and very slow; 5 prompt; 2 accounts inactive; 
2 discounts; 1 hold to seven days; 2 demand; 1 bill paid before another 
is shipped. 


1. Shall the order for $73.00 taken on November 24 be shipped before a 
check is received for $78.00 for the October 20th account? 


Part V 


I. Mr. John Doe, of the John Doe Company, at 8617 Goodfellow 
Avenue, Los Angeles, California, went in to his bank and, after presenting 
the following statement, asked for a line of credit of $2,0v0.00, unsecured, 
for business purposes. 

He filed the following financial statement: 


ASSETS 
Cashaons Hand&zandsini Banks. scare ccrte ee eite eer: $ 922.77 
Accounts notidie—allygoodiace ne cemericeitetat ie nereente 2,260.83 
Accounts over 60 days past due—all good................ 178.79 
Merchandise son™ Hand? taacccch iran i eeine ier eeteer 5,000.00 
WistedeStockseand /bOndsis.. cena ae Seen eee oe eee 150.00 
Diemtrome Escrow, 34700-1439) Cale alnusteGow neces 1,200.00 
Motale Quick ® Assets <2)... tenes ate nite ter aeraen ees $ 9,721.39 
UnlistedeStocksrand *Bondsicase acacia ena tere aera 200.00 
Notes and Accounts Due from Relatives, Employees, etc. 150.00 
Real Bstate Owned a 24.ccave-d. srersts nate s.cctents sie es oe ore eens 12,750.00 
Machinenysand sbixttiresjcccv sas sci ietnae wre oeneinnonereiee tens 1,300.00 
Automobiles and Trucks—Cadillac 1922................. 2,250.00 
TOTAL ani aces ats sr o-n ss See Slate or rrr Re Ane $26,371.39 
LIABILITIES 

Notes and Bills Payable, Due within a year............. $ 1,000.00 
Open TACCountsy Noted wer cm anracrisisw cette creme neater 2,892.60 
Mortgage Payments, due or due within a year........... 1,215.48 


Potal Gurrenteiabilities waeeswciee enemies ser te $ 5,108.08 
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Mortgages on Real Estate, due after one year.......... $ 5,398.67 
Sub=ill otalatiere sti seuscyars asks sith aici amc oe 10,506.75 
NetaVWiosth.CGapitalearidesunplus) iceman eee 15,864.64 
WL ODATAT Wisrorc diet ebotvekclalteta tic. s ls: etoruis avele we lve Watia cite $26,371.39 


Company carries $2,500.00 fire insurance on buildings; $1,000.00 fire 
insurance on merchandise. Mr. Doe carries $5,000.00 life insurance policy, 
payable to his wife; no accident insurance; no workmen’s compensation 
insurance and no automobile liability insurance. None of his assets are 
pledged except as indicated in the statement. Mr. Doe has endorsed a note 
as an accommodation signer for the amount of $1,500.00, payable in 12 
months. The date of this statement was January 1, 1924. 

Mr. Doe wants $2,000.00 in order to repay an item of $1,000.00 incurred 
by the previous owner of the business and in order to take discount on 
accounts now due. He expects to pay $500.00 a month from the profits 
of his business. He opened an account in the name of his company July 7, 
1923, coming from the A B Trust and Savings Bank, where he carried 
a personal account. Their letter to this bank stated that he opened an 
account with them about a year ago, coming from Detroit, where, the bank 
stated, he had carried a small routine account three years. In Detroit 
he was an employee of a large automobile accessory plant. Mr. Doe has a 
nice appearing store and is apparently aggressive and honest. His average 
bank balance carried is $1,000.00. 

Profit and Loss account appeared as follows: 


Expenses 
CostioteMatenialuoraverchandisesprice cscs cere cocinels ore $16,813.17 
Salariesston@fcers and: Partners’ sc. ee sie ses ne sis 5,000.00 
Alla @thers@perating Mm Xpensese cies ce cme ceraee copes see 2,517.62 
Sib -hotalieen scree Saoat Open GUE eee 24,330.79 
INGE TO LHe cer ciate octie Gree che ciclere cao enle ie siete Gate siee sniers 2,366.64 
MOTAL Es eet leeches Ce etre iste ie oaeleesee ee. $26,697.43 
Income 
SS 4 3 quel nek BOR IO EIAe BOIS Bo tne o nidkd CO COC PARI emer $26,602.81 
SLOLiM DISC OUSTE Se rrers eter bataie (le sterol ai sieslelers aieva ole) ers saleree: seleoe 4.62 
TROON. Ae ohh GeO O nd Go toce Sod o0e tee OO REE Cee $26,697.43 
Jratil (Grass lieing eseeauy sossbouosesedoene $26,607.43 


DedictmlotaleeXPenses «7. cron oh isieietersieielsi-ie1- 24,330.79 


eT “Qin Os doccoceucnh oc ocon Soo cages GO IDO OOUNG $ 2,366.64 


422 PROBLEMS 


This company is a corporation with an authorized capitalization of 
$25,000.00 with 250 shares of $100.00 each, 100 of which have been issued. 
100% has been paid in on the number issued. 

Title to real estate is not in the name of Doe. The business carries two 
bank accounts. The stocks owned are oil securities of a speculative char- 
acter. The bonds are Liberty Bonds. The automobile operated is a 
Cadillac. 

When this application came before the loan committee on its first 
presentation the following questions were asked: 


a. Has Mr. Doe had any previous experience in the retail dry goods 
business ? 
b. Do you believe the antecedent information specific enough to advance 
unsecured credit? 
Why is title to real estate not in name of Doe? 
. Isn’t the insurance inadequate ? 
Why should a business of this size carry two bank accounts? 
What are the details concerning Item 6 on statement—“‘Due from an 
escrow’? 
g. What are the particulars regarding Mr. Doe’s contingent liability of 
$1,500 on his brother’s note? 
h. Why is the inventory in round numbers, indicating an estimation rather 
than actual count? 


moeAn 


me 


Why does a man of this small net worth speculate in oil by buying 200 
Oil and Soakum units? 
. What is the item of $300.00 in Accounts Receivable which does not result 
from merchandise sold? 
k. Why does this man operate a Cadillac with such a small net worth and 
consequent heavier expense in connection with his car? 
1. How can a man operate for a year, doing a credit business, and show no 
bad debts, losses or depreciation? 
m. How can Mr. Doe repay this $2,000.00 loan at the rate of $500.00 a 
month when his last year’s profits were less than $200.00 a month? 
. Isn’t it a rather heavy proportion to show out of a net worth of 
$15,866.64 $16,650.00 invested in slow assets? 
o. Why were not trade references and supply houses submitted ? 
p. Why is a company of this size incorporated ? 
q 
r 


te 


3 


. Shouldn’t you examine the books of this Company? 
. Do you believe that a merchant of this size, in the neighborhood he is in, 
is justified in doing a credit business? 
s. What kind of a man is Mr. Doe? 


What kind of answers would you wish to have in connection with each 
one of these questions in order to grant the loan? 
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II. Mr. Richard Blanks has been banking with one of the agencies 
of the National Bank and Trust Company, Long Branch, N. J., since the 
early part of 1920, when he went into business for himself, having formerly 
been in the employ of a wholesale dry goods house where he had a clear 
record. With an initial capital of $10,000, which he had saved through his 
years of labor, a general merchandise store was opened up on Montver 
Street just off Woodland Boulevard. Since opening up his business he 
has not asked for any loan and has conducted his account satisfactorily, 
as evidenced by the following average balances: 


LO2ZO.Aoeee eae ee $10,000 
OPA erais merce ow OE 14,000 
LOZ2Rcr veers. eters 14,000 
1023 -cepeaevrars 12,000 
NOZAWWe Acne eres * 10,000 


He is now asking for a $15,000 loan for 90 days with which to pay 
some of his bills which have become past due, as business has fallen off 
and collections have been poor. He hopes to repay this from the collection 
of his accounts receivable as evidenced by his statement which shows: 


ASSETS LIABILITIES 
(GAG tits dno seuleh ca oeee $ 7,794.48 Accounts Payable....... $ 67,230.08 
Accounts Receivable...... EYEE) Sitar “copocdodounchooos 8,002.28 
Merchandise tc cies «+ 126,361.12 pede said 
oo 75,232.36 
179,733.10 Real Estate Mortgage.... 30,000.00 
IRCANMINSEALC tele cleseietoienere ace 72,000.00 oui aass 
Machinery and Fixtures.. 11,227.60 105,232.30 
Autos and Trucks....... ZAQOOO™) SNETOW ORTH eee ern: sees 160,128.34 
$265,360.70 $265,360.70 
OPERATING FIGURES 
Period from I-I-23 to 12-31-23 

SHI G5)s bd eon aE aceon o Uo eetaeno ace Pea at $357,844.00 

INCE DECROL De eie err cid heed oes cetetoretos aleve ereremote ate myaiwretays Sela 15,236.00 

Withdrawals esc ces ctinces ae einer ereeie yc iel aie se oc oe 0.00 

ExpLraNnatTory Data RE STATEMENT 
AccouNTS —Are small for the major part and represent 


credit given to customers who have been known 
for a long period of years and involves only a 
small part of his business. 
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MERCHANDISE —Consists of general department store merchan- 
dise and is advised to all be in good condition 
and not over a year old. 

REAL ESTATE —Stands in his own name and was acquired a 
year ago for his business. It was originally 
bought on contract, but later converted into his 
own name and a large mortgage placed against 
the property. 

BALANCE oF ItEMS—Self-explanatory. 


1. Would you make this loan on the basis outlined ? 


CoMPARATIVE Ficures oF Mr. BLanKs’ BusINEss SINCE ORGANIZATION 



























































ASSETS 1920 1921 1922 1923 
GAaSla ayer deeronensys estos reel asin $ 3,608 $ 6,420 $ 13,700 $ 7,704 
Accounts Receivable........ Gi PRP 21,906 29,636 45,578 
INKerehandiseseeeastiastets cies 16,252 45,632 78,326 126,362 
TOTAL, OuIcK ASSETS. a4. 2» - 27,002 73,958 121,662 179,734 
Real statCmrcce tae tia hele cites he MDa roens 56,000 72,000 
Machinery and Fixtures.... 2,428 4,228 9,238 13,628 
(ROLAD PASSETS c cctins aes os ces $ 29,520 $ 78,186 $186,900 $265,362 

LIABILITIES 1920 1921 1922 1923 
Accounts bayableas.c. str $ 4,324 $ 14,492 $ 30,684 $ 67,230 
Reserv estore aXeS jaruscoite doh ee eae  MUGRERC AL me eee 8,002 
Total Current Liabilities.... 4,324 14,492 30,684 75,232 
Montodgzem Debticsecicteu ces inci ool, Ga eee 30,000 30,000 
GrossmlD eb tipsters eerie Sierosel.s ors 4,324 14,492 609,684 105,232 
Surplus or Net WortH.... 23,196 63,604 119,216 160,13c 
MN OMA Mpsccaratar ratte one Glee $ 27,520 $ 78,186 $188,900 $265,362 
Total’ Ouick VAssetS sense. ¢ 27,092 73,058 121,662 179,734 
Total Quick Liabilities...... 4,324 14,492 30,684 75,232 
Net Working Capital....... 22,768 509,466 81,978 104,502 
Current Rationseeaneenccansc 6.46 5.12 3.06 2.48 
Operations Over Period of 

Salescaieciancere as ee 125,102 205,628 313,786 357,844 
Neti Pronitsan ces oeeecn cs 16,850 56,926 53,522 15,236 
Dividendspaneaeee cas; cet occuas T6000; ee eee 
Percentage Profit to Capital... 73% 89% 46% WA% 


Percentage Profit to Turnover 13% 28% 1790 4 % 
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2. With this additional information, is your position on the loan altered ? 


III. The Omaha Motor Sales Company has maintained an account 
with the A B Bank since the latter part of 1923, as they started an auto- 
mobile agency in their neighborhood on the first of the year, handling 
Paiges and Jewetts. Their paid-in capital at organization amounted to 
$12,500, since which time they have paid in $2,500 additional. Three men 
operate this concern, which is a corporation—one having been a salesman 
for one of the large downtown houses handling these cars; the second 
a repair man in the same organization; and the third an accountant and 
auditor for a different automobile house. 

They are requesting at this time a loan of $5,000 with which to stock 
two Paige closed models, as their cars on the floor have been somewhat 
cut down owing to excellent business. They handle their contracts through 
the Finance Corporation of Nebraska and average balance has been $2,000 
during the life of the account, and all dealings have been satisfactory. 

The individuals carry small personal accounts of $100 or $200 and 
do not claim any outside means. The statement of the Company, as of 
June 30, 1924, follows: 


ASSETS LIABILITIES 

Eas geet tae nao ecwyaeiepstss $ 4,436.28 Accounts Payable......... $ 7,032.02 

WontractS ee erares sos ccsiee at 11,588.16 Due to Principals........ 10,000.00 

GERSWOAY o dlosansbo os donor 30,000.00 ——___- 
SENODALE CURRENT yin ores 17,032.02 

ANLOTATROUICK aye cera sie ee 46,024.44 

Furniture and Fixtures... 6,000.00 

Deposit on Contracts..... [O\000;00) INET! WORTH: «6 <cies so00 den 44,992.42 

MODAL ce ticrs om ares ers en ers PSODO2AI44 a LOTAT Minit etree cic cieverere . . . $62,024.44 


OPERATING STATEMENT FOR I-I-24 to 6-30-24 


ATES eee he RUE te hovel Nope hauatuaee wits $231,638.84 
Gost of GoodSsnas a. ceee ee ewes $187,022.28 
Sales\and Other Expenses2).-.-...- 17,624.14 
Salaries--ton erincipals.re ieee. fe 12,000.00 216,646.42 
Nise IASG gancenedo00 00 Reon $ 14,992.42 


Contingent Liability $85,752.28 


The loan committee asked the toNowing questions and received in each 
case the answer given below: 
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a. Why do they not discount their $11,588.16 in contracts to make up this 
loan? 

Investigation discloses that these were sold upon only 10% down pay- 
ments and will not be handled by the Finance Corporation. The auto- 
mobile concern adopted this policy to stimulate sales. 

b. What proportion of the Inventory is in used cars? 

Inventory shows $10,000 in new cars, consisting of two open Jewetts, 
one closed Jewett, one open Paige. $16,000 used car valuation—makes 
and models claimed by the management to be conservatively valued. 
$4,000 parts and accessories. 

c. What are the deposits on the Contract items? 

In order to secure this agency the Company had to sign up a contract 
—on which they made a deposit of $10,000. 

d. What are the terms of this contract? 

200 cars for the year—so cars to be taken in the first six months. 
In the event that they fall down the $10,000 to be forfeited. 

e. Why are the Accounts Payable so big, and what do they represent? 
This is for the accessories and parts purchased, as all automobiles are 
bought on sight draft. The Company has become a little bit delinquent 
in paying these obligations, as they have been hard pressed for funds. 

f. What is the amount due to principals represented by? 

The individuals have loaned the Company this money from their salaries, 

and one paid in some outside money which his wife had left to her for 

use in the business. They would be willing to subrogate this to a 

bank loan. 

With this information, would you grant the loan on an unsecured 
basis ? 


IV. Alfred Johnston had an account in the A B National Bank 
for two years, and during that time took care of it in a business-like 
manner. At the end of that time he came in to the bank with a trade 
acceptance amounting to $300.00, payable 30 days after date, accepted by 
Richard Leighton. He requested that the paper be discounted on the same 
interest basis as it carried. At the request of an officer of the bank he 
filled out a report of his financial condition at that time, which read as 
follows: 


INDIVIDUAL OR PARTNERSHIP STATEMENT 


Name: Alfred Johnston Business: Contractor 
ApprEss: 1836 West Fourth St., Glendale, California. 
For the purpose of obtaining credit with you from time to time, 
. 1... herewith submit the following as being a fair and 
accurate statement of ... my... financial condition on October 7, 
1924, 
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ASSETS 
Gashwon hand andeiiebanieemecea eset aes es: $ 250.00 
INotesisRecetvablesesmmee ccs es Geo e otireteels ae 300.00 
INCCOUNTSMRCCEIV AD Crem ate rete che tien eas 2,000.00 
SalablewMerchandiseses-ierrertaaciaa ves coe te 3,000.00 
ROTALIO UICKMASSETS eee tcc ccle ars $5,550.00 
LIABILITIES 
INotesmhavablen(omban ksatne merece sata: 
Others Notesseavaplecacmeemaci cies ace 
OpenmAccountsmeavableneere een ene sere $ 300.00 
Chattel Mortgages on 2 trucks, due Dec. 10, 
LOZ SBC rere Ae oars re RN Clete MTS Sheed ecole 350.00 
TotraL CurRENT DEBTs...... denresce ets $ 650.00 
Realeiistatessac. eet $ 1,500.00 
Machinery and Tools 200.00 
Other Assets: Total Liabilities.......$ 650.00 
aruckss (Autos) ..ca5 4,300:00) iNet Worth:....0-..- 10,900.00 
PLOTAL  vete sishoher diese $11,550.00 SDORAT partes ate «seve $11,550.00 
Liability as endorser for others:.............. NONE wfooyeree SS oes we 
Are any of the above Assets pledged to secure indebtedness? no 
ifelasunance carried anntasaccractes erect: ST OOOO. ade cette 
Payableu tome ark steve einvie's oo eee eee NVilel qoute itch setae cee cry eae as 
Fire Insurance on personal property:....$4,000.00 on buildings.... 
Do you carry Employers’ Liability Insurance?........ VOSr emer 


aVeiay eal ele e) ef elers in 16'(616;6% 074) d\'s) 66a el .0./0)0)6 MLOM one vetsteie ene lerecdieiciotere sea 014s; ole tsiat eis voupie 
(Signed) ALFRED JOHNSTON 


(Reverse Side) 


DESCRIPTION OF REAL ESTATE 


LOCATION IMPROVE- IN WHOSE VALUE MORT. 
MENTS NAME IS OR 
TITLE HELD LIEN 


Lot #135 Torrey plot, Ashton 
St., Glendale None Mine $1,500 None 
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DescriPTION oF Notes AND ACCOUNTS RECEIVABLE 


Promissory note due October 30, 1924, made by John Wilson, 
endorsed by Everett Jones. Accounts receivable—payment for 
work and material. 


No time was given for further investigation, and it was a question 
of losing the deal and possibly the patronage of the customer. Discrepancies 
in presentation of statement are actual. 


1. What should be done? 

2. What questions would you like to ask about the items in this particular 
statement before making your decision in the affirmative? Why? 

3. What further information would you ask other than revealed in the 
financial statement before discounting this paper? 


V. A salesman for a building material concern turned in an order 
from J. Jones, who claimed to be a contractor, saying that Mr. Jones would 
like a line of credit amounting to $2,000. The salesman’s report indicated 
his address and bank connections and the fact that he formerly came from 
Salt Lake City, where he gave four trade references. He had a building 
job where he expected to use the material. He gave the location of the 
property, together with the name of the architect. He had just come to 
Los Angeles, having been in the city only three months. This was his first 
job. No other purchases had been made in the city as yet. He planned 
to build a home for himself as soon as he finished his first job. 

The references indicated that, in one case, he had accounts for over 
three years never amounting to over $250.00, which he had always paid 
according to agreement or contract. Another reference said that he had 
had accounts with them several times amounting to not over $175.00. He 
paid promptly the first two or three times, but the last account had been 
allowed to run 30 days past due. The third reference said that he had had 
accounts amounting to $1,000.00. A lien had to be filed in order to secure 
collection. This particular reference said that he liked Mr. Jones per- 
sonally, but that he took a bigger job than he could handle. The bank 
reference stated that Mr. Jones’ account had run as high as $3,500.00, 
having started with $200.00 and closed with $1,500.00. The local bank 
reference stated that they knew nothing about him except that he came 
with a good letter and deposited $1,200.00, which he still had on deposit. 

Mr. Jones claims that he owns a small office building in Salt Lake City 
and has a small income of rent amounting to $350.00 a month from it. He 
also owns a house and lot in Ogden, Utah, where he formerly lived. His 
father and mother are still living there. He is married and has one son 
eight years old. He is renting a five-room house for $75.00 a month and 
his wife is working in an office to help until they get started in Los Angeles. 
He plans to do business with the Gregory Brick Company, the Smith 
Lumber Company and the Globe Cement Company. 
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1. Would you grant credit on the basis of this information? 
2. What additional facts would you like to have before granting the credit? 


VI. On September 15, 1924, the buyer of the John Robbins Clothing 
Company introduced James Jackson to the Assistant Credit Manager, 
stating that Mr. Jackson was a personal friend of his and, although he had 
not seen him in eight years, he had reason to believe him of good character 
and a man who took care of his accounts promptly. In conversation with 
the prospective customer the credit man received the following information 
concerning him: 


He had been a resident of Los Angeles for the past month 
and was expecting to accept a position which was to be open 
for him in a few days. He had no other retail or wholesale 
accounts in the city; he had no bank account, but had a cer- 
tificate of deposit with him for $445.00; he did not own prop- 
erty in Los Angeles. He could furnish At credit information 
from leading stores in Chicago, Philadelphia and New York, 
where he had been working as a civil engineer for the past 
ten years. 


The Assistant Credit Manager refused credit for the following reasons: 
“Applicant was not a resident of Los Angeles for one year’; “had no 
other retail credit in the city’; “was not working” (although he had a 
position available in a few days); “had no bank account,” and “owned no 
property in this vicinity.” The Assistant Credit Manager did not consider 
the character recommendation given by the buyer of the company and the 
store references. The applicant left the store, when credit was refused, 
and went to a competitive firm from whom he purchased merchandise to 
the amount of $245.00 and for which he paid cash. 


1. Was the Assistant Credit Manager using good judgment when he 
refused this applicant credit? 


VII. Mr. Joseph Osgood applied for a small line of credit at the 
Brockman Clothing Company, Denver, Colorado. He filled out the follow- 
ing application blank: 


NaME: Joseph Osgood. Marriep: Yes. Wire's NAME: Frances 
M. Appress: 500 Herold Way. Former Appress: 382 Orbella 
Ave. How Lone in DENVER: I yr. How Lone at PRESENT Ap- 
pREss: 6m. Occupation: Clerk. Emproyer: California Spa- 
ghettt-Factory, SALARY {.i..5-- How Lonc EmMpLoyeD IN 
Present Position: 6 mos. BANKING House: None. OTHER 
Crepir Accounts: None. Boarp or Live at Home: Rent apt. 
Own Your Own Home: No. Own Any OTHER Property: No. 
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AvutHorizeEp Buyers: Wife, elder daughter, Margaret, and myself. 
Rererences: J. C. Smith, Mgr. Appress: California Spaghetti 
Factory. RemaRKS: Wish credit to the amount of $50.00 a month. 


In the above application no salary was stated. On calling upon his 
reference Mr. Smith stated that the man was a good worker and had been 
working at the factory for about six months, but declined to state the man’s 
salary. This is all the information that could be obtained. 


1. Would you grant the man credit? If not, why? If so, how much? 


VIII. A factory branch of the Puncture Proof Tire Company is 
carrying on their books a dealer who has had $3,000.00 worth of tires on 
consignment since January 1, 1924. This dealer rents his store room, which 
is located in the center of the automobile business district of the city. He 
owns his own fixtures, which include a vulcanizing and a repair outfit 
valued at $1,000.00. He has been in business about nine months, never 
having been in business before. He has good character references from 
prominent people in the city, seems energetic and a good mixer and is well 
liked in the community. Business has been very dull since the first of the 
year. The dealer’s bank balance is very low. He has paid $500.00 of the 
$3,000.00 consignment, but is unable to pay more, although he has sold over 
half of the consignment. 

The factory branch now receives notice from their head office in the 
East stating that all consignments must be paid for or else withdrawn 
by May 1. Just across the street from the dealer in question is an up-to-date 
tire shop carrying a competitive line of tires. 

It is now May 1 and the dealer is unable to meet his payment on the 
consignment or even pay for the half of the consignment he has sold. He 
promises to make a substantial payment by July 1. 

The Branch Manager now has two alternatives open to him. He may 
write to the factory in the East asking that this dealer be given an 
extension of time or he may withdraw the tires on consignment and throw 
the dealer into bankruptcy. 


1. What would you do and why? 


IX. In November, 1923, Mr. Ray C. Driscoll called at the credit 
office of a retail store specializing in the sale of women’s ready-to-wear 
clothing in a city of almost a million people. He applied for credit. He 
had no other retail accounts and no bank account, but gave two references 
to wholesalers in the city. He claimed to own an automobile and to be 
the owner of the Driscoll factory, which he said he had owned for the 
past seven months. Reliable authorities had no reports on file concerning 
his standing. Mr. Driscoll was very anxious to open an account immedi- 
ately in order that his wife might do some purchasing. 
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In a few days the following report was received: “Worth $1,000 to 
$2,000 net. Credit limited.” A small line of credit was given after Mr. 
Driscoll had repeatedly called on the telephone. A few days later another 
report was received as follows: 


Wife claimed to know nothing about his business. Au- 
thorities unable to estimate his investment. No bank connections. 
Formerly an electrical engineer for a street railway. Well 
regarded personally. No fire record. Resident of the city for 
some time. Engaged in manufacturing business on small scale. 


Credit was extended to Mr. Driscoll, but limited to $75.00. 
No payments were made on account. Several letters were written 
asking for payment and a collector called at Mr. Driscoll’s home. He 
promised to pay in April, but this was not done. 


1. Was a basis for retail credit established? 

2. What other information should have been secured before granting credit? 

3. Write the series of letters which you would haye written after credit 
was granted. 

4. What would have been your action beyond that of writing letters and 
sending out a collector after or prior to October, 1924? 


X. Mr. A. G. Stake called at one of the branch warehouses of the 
Mahogany Furniture Company and purchased a bill of goods amounting to 
approximately $50.00. It is the custom of this company to allow a first, 
small order to be taken from their warehouses without the full data being 
submitted to the main credit department. In other words, the man in charge 
of the warehouse must satisfy himself as to the reliability of the person 
making the purchase. The name of the purchaser and any additional infor- 
mation which is obtained is immediately forwarded to the main credit 
department, where a complete investigation of the account is made and the 
warehouse notified whether or not to solicit any further business. 

If the account in question proved to be satisfactory it was fairly certain 
that Mr. Stake would do $25,000.00 worth of business in the next six months. 
Two calls were made on Mr. Stake by the credit department to obtain 
sufficient information to enable the account to be opened. Neither call was 
successful, as Mr. Stake was absent both times and no one else could 
furnish the necessary information. A financial statement form was left 
with one of his employees to be filled out and returned. 

One of the subordinates of the Mahogany Furniture Company intimated 
that Mr. Stake was being financed by a third party. This was found to 
be untrue from a telephone conversation with the third party. No refer- 
ences were obtainable, as it seemed that Mr. Stake had not sought credit 
prior to this time. Information was requested from several other furniture 
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houses, but only one house knew of him. This firm had not sold mer- 
chandise to Mr. Stake, but believed him inexperienced in the furniture 
line and, furthermore, advised the company to be careful about granting 
him any credit. 

A week passed and Mr. Stake had not called nor had the financial 
statement been returned. The warehouse had allowed Mr. Stake’s employees 
to take out material which finally brought the account up to about $100.00. 
They were advised by the credit department not to allow the Stake Com- 
pany to take any more material until the account had been proved to be a 
good credit risk. 

During the week that passed four or five telephone calls were received 
at the credit department from personal friends of Mr. Stake advising that 
he was “good” for any requirements. These people were unknown to the 
credit department and did not seem to be of very reliable credit standing 
themselves. Mr. Stake was apparently too busy to cail at the credit office 
personally. 

Keeping in mind the possibility of the $25,000.00 business, answer the 
following questions: 


1. How much credit would you extend Mr. Stake before the account was 
thoroughly investigated ? 


2. What information would you seek to obtain from Mr. Stake when he 
called? 


3. What would be your decision on the account with the material at hand? 


4. Would you make a third attempt to make an appointment with Mr. 
Stake? 


XI. Charles Johnson was formerly a Canadian wheat farmer and 
owns 1,280 acres in Alberta, Canada, which he leases on crop shares. He 
has a ten-unit bungalow court in Hollywood, California, from which he 
derives an income of $250.00 per month. There is a five-year mortgage on 
this property in the amount of $8,500.00. He recently purchased a sixteen unit 
apartment which he is to operate himself. There is a $42,000.00 mortgage 
on this property payable in monthly installments of $495.00 each, including 
interest. He intends to sell the Hollywood property in order to be free 
from debt as soon as possible. 

A copy of his balance sheet follows: 


ASSETS 
GashtinaB atiks mane. cr. sine natives ste ae a eee Oe sivrinysy Ac ug 2:00.00 
Wnsecuredleoans mem omiiccc corer mente ent: Meier 2,000.00 
Secured Loans and Mortgage.............. Sxaus) oeapoaieertnate 1,000.00 
Total Liquid -Assetsiis aie wale s:4 say inet sieve nye eit a ee SIRE OO. OG 
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BLocksiand Bonds pet waena ety on a ais chances de oe $ 1,000.00 
Veale state and eb uilain ps aeeeetrsicreieis os aie a)eia css Gisraye ete 130,200.00 
Emtinitune in bunealows GouLtucn aise: cee sales cceaciee 8,000.00 
LhOrAL ee 5 ERO GOS COIS TC EOPICNS Ce E IO ELAET Cerne $145,100.00 
LIABILITIES 

WD UESOTHErSanyr a sechte ce crass eases EAS tee oleae os $ 2,300.00 
muioOtalmG@urrente Wiabilitiesmetevnae clan Scracacrae nelaee ctiete ole 2,300.00 
Moxteaven one Reall states. sisi. leee etetie crelere ree 55,500.00 
Chattele Mortoage, $165 van Monther cee) sila cies ceeiecaarae 3,500.00 
AROS NO 5 Se SOOO OO UDO SEE CEG an ee Bete $ 61,300.00 

Net WorTH....... Bits es OSE Ob PRR Oe 83,800.00 
$145,100.00 


Information from other banks indicated the man’s character to be 
entirely satisfactory and that his loans have been paid promptly. 
Mr. Johnson is seeking a credit of $10,000.00 unsecured. 


1. On the strength of the above, do you think it would be advisable to make 
this loan unsecured ? 

2. What reasons would you give for a decision either for or against an 
extension of credit? 

3. Is it ordinarily good policy for a man to tie up his assets in such large 
fixed investments ? 


The bond for $1,000.00 in the foregoing statement was found to be 
worthless. The statement shows Chattel Mortgage of $165.00 a month 
against an income of $250.00 a month. The real estate market in and 
about Hollywood was not in the most prosperous condition at the time the 
loan was applied for. The outlook for apartment houses and bungalow 
courts was not very bright. The applicant has two large properties and 
not sufficient income to cover the current indebtedness. In view of these 
facts, the loan was denied. 


4. Was the officer justified in denying the loan? 


XII. Charles Burton made application at the credit office of a large 
department store known as B. N. Stone & Company, Buffalo, New York, 
for a regular open account. On the same day he also purchased goods 
amounting to $50.00 to be delivered as soon as the charge account was 
established. 

Mr. Burton was formerly employed as a reputable salesman by the 
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Gray Lamp Shade Company, where he was considered good for a reason- 
able amount of credit. It was reported that he was a member of the Silk 
Lamp Shade Company, which started business in March, 1924. This com- 
pany expects to incorporate soon as a closed corporation consisting of 
Mr. Burton, his father and two other members. Mr. Burton stated that 
his investment will be $25,000.00, that he owns no real estate but that he 
does own patent rights. He gave as references his bank and three personal 
references. He claims to be the owner and manufacturer of the Silk Lamp 
Shade Company. When asked if he had accounts at other stores in the 
city he replied that he did not. A local bank reported that they have a 
lack of confidence in the subject and expressed the belief that if any credit 
is extended to him it should be done cautiously. Records dated February 11, 
' 1924, show a chattel mortgage on an automobile for $1,000.00, 6 months, 7%. 
Five accounts were placed in the hands of collection agencies, which were 
all paid except one and it was cancelled as uncollectible. 

In order to save the sale, the credit department of Stone & Company 
asked Mr. Burton to come in and told him that it would be impossible for 
him to open an account with them as he was very slow in paying his bills. 
He replied that this was not true and was told to go to the Credit Associa- 
tion so that they might correct their report. However, he paid cash for 
his purchases and did not call at the Association. 


i. Was the credit manager justified in denying credit? 


XIII. Mr. C. C. Tomlinson, a retail meat dealer in a town of about 
15,000 people, has had an account with the First National Bank for seven 
months. He is applying for a loan of $500.00, and files the following 
statement: 


ASSETS 
GashronsHandrand anu banks aren ie etree scart $ 300.00 
PNGCOUNESTE INCCOLVAD LC sore ciareniai trate hare aera cae rae ner 75.00 
SalablesMenrchandisert. se. csc coe ce mnire ooerere ne ete 150.00 
OTA TRO UIER TASSENS x kin sets Citic teeaee eee eS 525.00 
Machinenysand a DOols.c2. 0; axe nse ciocreeeeito eter eter eee 2,500.00 
VODA levees 5 "6: Ses ayo cavs: bias 1a, 6.8 gATUS Rete CSTs Oe Te enone $3,025.00 
LIABILITIES 

Open Accounts, Payable @ $75.00 a Month..... sR eh alee $1,165.00 
TOCA ETABIUETIES <..10- t s.eraiay aerate cone ee a eters 1,165.00 
INE WORT Hare ees ceasia se oie ais sedis: MO verte ei ae eee ee . 1,860.00 


PRO DRAU. Saree eter overs - Pe Oe Oe Se ao Ree att c $3,025.00 
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His only liability, as indicated, is payable $75.00 a month on his 
machinery and tools. The machinery company has first claim on his tools 
inasmuch as they are sold on a conditional sales contract. 


1. Should the loan be granted? 
2. Would you grant the loan if you could satisfy yourself that the moral 
risk is good and that the $500.00 was to be used for more merchandise ? 


XIV. J. A. Arnold bought furniture from the San Antonio Barber 
Supply Company to equip a three-chair barber shop complete on a conditional 
sales contract according to regular terms.- He paid cash for the opening 
order of supplies, but requested that he be allowed to establish an account 
on credit. He has been in San Antonio two weeks, having come, from the 
town of X, Wisconsin, where he claims to have operated a seven-chair barber 
shop. He offers as references the landlord of the building from whom he 
leased his shop, the banker from whom he secured loans, and the supply 
house from which he secured his supplies in X, Wisconsin. He claims a 
residence in this Wisconsin town of seventeen years. 

The credit manager of the San Antonio Barber Supply Company writes 
to all the references, and in each case the reply comes back, “Do not know 
this party.’ Mr. Arnold has now requested an order of supplies, saying 
in his letter that he has no doubt but that by this time all his references 
and his recommendations have come in and that credit will be granted. 


1. Would you take a chance on filling a small order for him until further 
information was secured? 

2. To what sources would you go for more information regarding this 
customer ? 


XV. The statement of the Hard and Warming Coal Company reveals 
the following: 


CLARITIN tp Dig RR ea $ 400,000.00 ~~ 
(Girne te leiabiitiesmers sector a wiere(e.cvretttetsie Cec atelace sievele este 190,000.00 
Motaleleiabilitiess) 2 ces cic as c.0 + 1s sister Me ts divs cD ss 443,000.00 
TRetAlL JACI, - 520, oar ER OCI O ORI Gn Oe cCe OmernCrs 2,320,000.00 

INGER IVWOLED eerie oar esis ole ris teretslacts clcetertiace oo. 1,877,000.00 


Besides getting the customary credit for merchandise bought, they have 
a bank loan of $150,000.00. Antecedent and other information is favorable, 
except that their accounting for income tax has been faulty and they may 
be called upon to meet an additional tax liability of $350,000.00. 


1. Would you still grant them the customary amount of credit if you were 


a coal operator? 
2. Is tax liability sometimes more serious than it would be in this case? 


aN 
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XVI. On September 24, 1923, Mr. E. C. Simmons, one of the officers 
of the Bowen Canning Company, of Riverbank, California, submitted to a 
rating agency the following written and signed statement purporting to 
show the company’s condition : 


ASSETS 
Cashune banker Picks cite SaaS hdc $ 2,800.00 
Offices ixtaresum acre ceselneistoueie ls at tesiare 600.00 
INCCOuntse ReCelVablecamce ne scemiatasii sci sie 11,000.00 
Merchandise, Canned Goods.............. 93,000.00 
Raw Material, Boxes and Labels.......... 6,800.00 
Machinery and=Hixttres.. 2.2.22 e- > ae 32,000.00 
Buildings and 2% Acres Land............ 34,000.00 
TeAUCOM LICK e eee inate cone ete 1,200.00 $181,400.00 
LIABILITIES 
Accountsmbayablenarsscn. ve ecm seer $ 3,500.00 
Mortgage on Real Estate................. 10,000.00 
IBOrnoweaetLonl bankcsmmecde seine arenionc cere 52,000.00 65,500.00 
INTE VORTED eto to cletewies, serve he ere eerie $115,900.00 


“None of the above indebtedness is past due. Annual business 
last year $264,000.00. Carries blanket insurance on merchandise. 
Insurance on buildings and plant $13,000.00. No fire loss.” 


(Signed) BowEN CANNING CoMPANY 
By: E. C. Simmons 


The report from the rating agency was as follows: 


“The above statement is believed given in good faith. Cash 
in bank is confirmed. The real estate is said to include buildings 
valued at $24,000 and land consisting of 2% acres valued at 
$10,000. Accounts receivable may suffer some shrinkage in collec- 
tion and fixtures would be subject to the usual depreciation. 

“After all necessary allowances are made for depreciation, 
shrinkages, etc., authorities estimate the company’s net worth for 
credit purposes at from $50,000 to $75,000. The company has an 
authorized capital of $50,000, of which $41,400 is claimed sub- 
scribed and paid in at this time. 

“TRADE OPINIONS. Investigation has been made, but the ac- 
count cannot be located in the trade. Their principal purchases are 
believed made from the farmers, to whom they are said to be paying 
cash. 
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“ANTECEDENTS. This company was incorporated under Cali- 
fornia laws with charter dated May 19, 1922. They commenced 
business at 521 Santa Fe Building, Los Angeles, July 1, 1922, start- 
ing new, and continued at that address until some time in 1923, 
when they moved to their present location. 

“James Bowen, President, was formerly employed by Libby, 
McNeil & Libby, and is said to have been in the canning business 
for the past thirty years. George Rock, Vice-President, was for- 
merly employed as a mechanic in Riverbank. Harold Osborne, 
Secretary and Treasurer, was formerly a part owner in the Coastal 
Lumber Company at Riverbank. Mrs. A. Fairfield, one of the 
directors, was also connected with the Coastal Lumber Company, 
and she and Mr. Osborne are said to have cleared $10,000 in about 
one year in that business. Mrs. Fairfield is estimated to be worth 
about $30,000 net. 

“FrreE Recorp. None so far as known. 


“GENERAL REMARKS: All interested are in good personal stand- 
ing and those in charge are reported capable and attentive. The 
premises occupied are a fair-sized one-story corrugated iron build- 
ing adjoining the Santa Fe tracks in the western limits of River- 
bank. Their plant is said to be well arranged. The location is good 
and they are reported to have done a good business during the past 
year.” 


On March 17, 1924, the Bowen Canning Company filed another state- 
ment with the rating agency which reads as follows: 


“Incorporated May 22, 1922, under California laws, authorized 
capital stock $25,000, par value of shares $100 each, claiming at the 
time $18,900 paid in in cash, but to date the entire capital stock 
fully paid in. 

“The records of February 21, 1923, indicate that they filed a 
certificate to increase the capital stock from $25,000 to $50,000, 
dated February 20, 1923. Permit for this increase, however, has 
not as yet been granted. 

“On January 28, 1924, a statement signed by E. C. Simmons 
purporting to be of December 31, 1923, was received through the 


mail: 

ASSETS LIABILITIES 
Mdse. on Hand...... $ 73,541.67 Loans from Bank...$ 58,665.24 
Value of Fixtures... 400.00 Loans from Others . 1,000.00 
Accounts Receivable. 10,404.27. Mtge. on R. E...... 10,000.00 


@ashvuin Banke. nus 739.80 Other Obligations.... 12,727.08 
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R. E. and Buildings.$ 45,486.70 Cap. Stock Issued....$ 41,500.00 


OtherPASsets? <5 ssc. 110.25 Surplus in use as 
Capitale wars wees 2,075.00 
Undivided Profits.... 654.33 
Reserve for Building 
and Machinery..... 4,061.04 
MODAT aetete eoecer $130,682.69 TOTALS aie elee $130,682.69 





Annual business $128,582.82. Annual expense $52,058.99. Insurance 
on Merchandise $56,000. Insurance on Buildings $13,000. Carry 
employer’s liability insurance. 


“GENERAL INFORMATION. The foregoing figures taken from 
the company’s records are accepted as fair showing of the business 
condition and self-explanatory. As indicated they carry a heavy 
indebtedness at bank as in other quarters and indebtedness is be- 
lieved proportionately large. Those conferred with at this time do 
not offer any estimates of worth. The company has all along been 
more or less handicapped by lack of sufficient operating capital and 
as indicated during 1923 contracted a considerable indebtedness. 
Although during the past season the concern is understood to have 
packed about 50,000 cases of tomatoes, this was not sufficiently 
large output to materially better their condition and, though present 
statement does not indicate them in a position to expect credit 
extensions, they have, however, met small current merchandise bills 
promptly. 

“The interested parties are well regarded personally, but the 
company has operated in the face of somewhat adverse market 
conditions, keen competition and not a thorough knowledge of this 
business, At the present time the company is believed too heavily 
indebted to expect further credit accommodations. 

“FrreE Recorp. None.” 


1. Would you grant $5,000 credit on 60-day terms to this company on 
April 15, 1924? 

2. What does a comparative study of the statements indicate as to credit 
possibilities ? 

3. Classify and analyze information given, showing how you came to your 
conclusions, 


INDEX 





A 


A. O. G. Terms, 32 
Acceptances, Trade, 46-51, 153 
Accounting, 

relationship of credit to, 134 
Accounting Department, 

credit department, relation of to, 208 
Accounts (See also “Open Book Ac- 

counts’’) 

opening of, personal interviews on, 63 

overdue, interest on, 271 

payable, defined 157 

receivable, defined, 151 
Accrued Liabilities, 

defined, 159 
Acts of Bankruptcy, 318 
Adjustment Bureaus, 305 
Adjustments, 

insolvent debtor’s affairs, 297 
Agency (See ‘Mercantile Agency’’) 
Appropriation Reserves, 167 
Assets, 

defined, 150 

fixed, defined, 154 

quick, defined, 154 
Assignments, 307 
Attachment, 285 


Attorney, 
as source of information, 127 
B 
Bad Debts, 


minimum, 227 
Bank Clearings, 
comparison of with money in circula- 
tion, 8 
Bank Credit, 14 
collateral, 372 
credit manager, 69 
fundamentals of, 368-378 
organization of department, 370 
Banks, 
as source of information, 130 
commercial, relation of receivable com- 
panies to, 394 
Banker Bills, 42 
Bankruptcy, 310-329 
acts of, 318 
composition settlements, 326 
creditor’s proceedings, 322 
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Bankruptcy—{ Continued) 
discharges in, 327 
kinds of, 316 
legislation, 310, 313 
liquidation, arrangement for, 320 
liquidation of the estate, 324 
presentation and adjudication, 319 
responsibility of credit department, 232 
undischarged debts, 328 
Bases of Credit, 16-23 
Bills of Exchange, 42 
dishonor of, 56 
protest of, 56 
Bills of Lading, 
uniform bills of lading act, 57 
Bonds, 
as credit instruments, 39 
limited negotiability of, 55 
Bradstreet’s, 
founding of, 72 
ratings, 77 
Budget, 
of credit department, 238 
Buildings, 
as assets, 156 
Bulk Sales Law, 287 
Business, 
maximum amount to be accepted, 225 
Business Cycle, 
effect of on bases of credit, 23 
Buyers, 
selection of, 186 
training of, 187, 243 


C 
Cancellation of Orders, 273 
Capacity, 
as basis of credit, 17 
Capital, 


as basis of credit, 7, 20 

costs of, measures of, 179 

credit, relation of, to, 7 

ratings, 166 

working, sources of additional, 299 
Cash, 

in bank, defined, 151 

in hand, defined, 150 
Cash Discounts, 33 
Certified Checks, 41 
Character, 

as basis of credit, 17 
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Charge Purchases, 
authorizing of, 350 
Chattel Mortgages, 
limited negotiability of, 55 


Checks, 40 
certified, 41 

Claims, 
shortage, 272 

Collateral, 


as basis of credit, 21 
bank loans on, 372 
Collections, 243-249 
appeals, planned, 245 
correspondence, 255 
difficult, 259 
installment sales, 366 
organization of department, 250 
policy of, relation to financial success, 
247 
procedure, 250-268 
retail buyer, 352, 355 
retaining customers’ good-will, 246 
steps in process, 253 
training the buyer, 243 
Commercial Banks, 
relation of receivable companies to, 394 
Commercial Bills, 43 
Commercial Credit, 12 
Commercial Letters of Credit, 46 
Commercial Paper, 379-387 
discounting of, 373 
exchange of, 379 
Commodity, 
nature of, effect of on terms, 27 
Communication, 
inter-departmental, 211 
Competition, 
terms, effect on, 29 
Composition Settlements, 
bankruptcy, 326 
insolvent debtors, 303 
Confirmed Letters of Credit, 46 
Contingent Liabilities, 
defined, 160 
Contracts, 
defined, 60 
general considerations of, 281 
Co-operation, 
of credit men, 116-124 
Correspondence, 
collection, 255 
Credit (See also ‘‘Bank Credit,” ‘Retail 
Credit’) 
bases of, 16-23 
external factors, 22 
internal factors, 17-21 
capacity, relation of net worth to, 163 
capital, relation of to, 7 
chain of, 10 
commercial, 12 
defined, 1 
documents, foreign credit, 399 
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Credit—{ Continued) 
distinguished from forms arising there: 
from, 3 
ethics, 269-280 
divulging sources of information, 275 
standards, 276 
foreign (See “Foreign Credit’’) 
information, securing of, 217 
instruments, 35-51 
legal aspects of, 52-62 
necessity for, 35 
negotiability of, 52, 55, 59-62 
of general acceptability, 36 
_ of limited acceptability, 36-50, 55 
investment, 13 
mercantile, 12 
origin of, 5 
paying habits as indication of strength 
of, go 
personal, 11 
personnel in the relationship, 183-195 
relation of to— 
accounting, 134 
economic order, 1-9 
wealth, 
retail (See “Retail Credit’) 
risk, analyses of, 16 
services of, 6 
terms, 24-62 
meaning of, 24 
types of, Io 
Credit Bureaus, 
trade organization, ledger interchange 
by, 103-111 
Credit Clearing House, 
ledger interchange by, 111-115 
Credit Department, 
accounting department, relation of to, 
208 
analysis of results, 225-234 
budget, 238 
business failures and, 232 
cost of operating, 228 
credit information, securing of, by, 217 
efficiency, factors in, 225 
files, 202-206 
fixing of credit limit by, 219 
function of, 197 
independence of, 207 
order department, co-operation of with, 
DER 
organization of, 196-211 
personnel, 198 
procedure, 212-224 
routine of an order, 212 
sales department, relation of to, 206 
service of, 197 
Credit Economics, field of, 3 
Credit Executive (See ‘‘Credit Manager’) 
Credit Insurance, 332-339 
advantages of, 337 
coverage, 334 


> 
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Credit Insurance—{ Continued) 
insolvency and losses, 337 
normal loss, 334 
objections to, 338 
points covered by policy, 334 
premium, 334 

Credit Manager, 
as a service salesman, 243 
buyers, 

selection of by, 186 

training of by, 187 
fixing of credit limit by, 219 
function of, 4, 183, 185-188, 223 
policies formulated by, 235 
qualifications of, 188 
research, value of, for, 194 
responsibility of, 184 
sales promotion by, 185 
training of, 191 

Credit Management, 
general management, 

235-242 

Credit Men, 
co-operation among, 116-124 
local associations, 118 
luncheon meetings, 118 

Credit Ratings (See ‘“Ratings’’) 

Creditors, 
proceedings, 322 

Customers, 
lost, importance of, 228 


D 


Datings, 29, 31, 32 
Debtors, 
tracing of delinquent, 261 
Debts, 
bad, minimum, 227 
undischarged, of bankrupt, 328 
Deferred Datings, 31 


relation of to, 


Delivery, 
defined, 61 
proof of, 62 


Demand Bills, 42 
Discounts, 32 
commercial paper, 373 
taking of unearned, 270 
Dishonor, 
of bills of exchange, 56 
Documents of Title, 57 
Drafts, 42 
Dun, R. G., & Co., 
founding of, 72 
ratings, 77 


E 
Earnings, 
measures of, 178 
Economics, 
defined, 3 
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Ethics, 

of credit, See (‘‘Credit Ethics”) 
Evaluation Reserves, 167 
Extension of Time, 

insolvent debtors, 301 
Extra Datings, 32 


F 


Factoring, 
functions of, 388 
Failures (See ‘“Bankruptcy”’) 
Federal Reserve Banks, 
rediscounting by, 374 
Files, 
credit, 202-206 
Financial Bills, 43 
Financial Information, 
mercantile agencies as sources of, 75, 
217 
personal interviews, as sources of, 63 
sources of, 135, 217 
supplementary, 163 
Financial Records, 
interpretation of, 134-164, 217 
Financial Statements (See also ‘‘Ratios’’) 
business practice in relation to, 135 
comparative, 163 
false, legislation, 289-296 
forms of, 136 
importance of, 75 
interpretation of, 141 
items on, defined, 150-160 
Fire Insurance, 330 
Fixed Assets, 
defined, 154, 157 
Fixed Liabilities, 
defined, 161 
Fixtures, 
as assets, 155 
Foreign Credit, 396-400 
credit documents, 399 
sources of information, 398 


G 


Garnishment, 286 
General Management, , 
credit management, relation of, to, 235- 
242 
General Mercantile Agencies (See “Mer- 
cantile Agencies, General’’) 


I 


Information (See ‘Financial Informa- 
tion’) 

Insolvent Debtors, 
adjustment bureaus, and, 303 
adjustment of affairs, 297 


analysis of condition, 298 
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Insolvent Debtors—{ Continued) 
assignments, 307 
composition settlement, 303 
extension of time, 301 
methods of procedure, 300 
settlement, advantages of amicable, 308 
Installment Sales, 357-367 
collections, 366 
ethical considerations, 357 
financial problems of, 359 
losses through, 361 
management of, 362 
plans of payment, 358 
procedure, 363 
Instruments, 
of credit (See ‘“‘Credit, Instruments’’) 
Insurance, 
credit, 332-339 
fire, 330 
liability, 331 
life, 331 
Interest, 
on overdue accounts, 271 
Interviews (See “Personal Interviews’) 
Investment Credit, 13 
Invoices, 62 
Irrevocable Letters of Credit, 46 


L 


Land, 
as asset, 156 
Ledger Interchange, 89-115 
credit clearing house, an aid to, I11- 
115 
individual conversation an aid to, go 
meetings of trade groups an aid to, 91 
methods, classification of, 90-115 
National Association of Credit Men, an 
aid to, 95, 105 
special investigator, an aid to, 92 
trade opinions from general agencies, 
an aid to, 95 
trade organization credit bureaus, an 
aid to, 103-111 
written inquiry, an aid to, 92 
Legal Remedies, 281-296 
attachment, 285 
bulk sales law, 287 
false financial statements, 287-296 
garnishment, 286 
rescission, 284 
replevin, 287 
resale, 284 
stoppage in transit, 283 
unpaid seller’s lien, 282 
Legislation, 
receivership and bankruptcy, 310 
Letters of Credit, 43 
Liabilities, 
accrued, defined, 159 
contingent, defined, 160 
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Liabilities—( Continued) 

defined, 157 

fixed, defined, 161 
Liability Insurance, 331 
Liability Reserves, 167 
Liens, 

unpaid seller's, 282 
Life Insurance, 331 
Liquidation, 

arranging for, 320 

bankrupt’s estate, 324 


M 


Machinery, 
as assets, 155 
Marketing Problems, 
terms, effect of on, 29 
Mercantile Agencies, 69-88 (See also 
“Bradstreet’s” ‘“R. G. Dun & Co.”) 
branch offices, responsibility of, 73 
founding of first, 72 
general, purposes, 69 
information secured by, 75 
organization of, 72 
ratings, 76 
reports, form of, 78 
service rendered by, 82 
special, 87 
subscribers, obligations of, 85 
traveling representatives, 74 
Mercantile Credit, 12 
Merchandise, 
defined, 153 
Money Deposits, 
as liabilities, 158 
Mortgages, 
limited negotiability of, §5 


N 


National Association of Credit Men, 
campaigns of education, 121 
canons of commercial ethics adopted by, 
276 
ledger interchange, 95, 102 
objects of, 120 
organization of, 117, 119 
publications, 123 
tracing of delinquent debtors by, 261 
Negotiable Instruments, 
“consideration” a requisite, 54 
defined, 52 
law, provisions of, 54 
limited, 55 
validity of, 53 
Negotiation, 
of bills of lading, 58 
Non-Negotiable Instruments, 59-62 
Net Worth, 


relation of credit capacity to, 163 


INDEX 


Note Brokerage, 
advantages of, 383 
disadvantages of, 384 
functions of, broker, 380 

Notes, 
payable, defined, 158 
receivable, defined, 152 

Notice of Dishonor, 
of bills of exchange, 56 


O 


Open Book Accounts, 36 
co-operative use of records, 89 
selling of, 391-393 

Order Bills of Lading, 58 

Order Department, 
co-operation with credit 

210, 221 

Orders, 59 
cancellation of, 273 
routine of, 212 

Orders to Pay, 40-46 

Overdue Accounts, 
of retail buyers, 354 


P 


department, 


Pay-day Customs, 
terms, effect of on, 28 
Payment Methods, 
as indication of credit strength, go 
training of buyers in, 187 
Personal Credit, 11 
Personal Interviews, 63-68 
advantages of, 67 
attitude of interviewer, 64 
information to be sought, 65 
with financially embarrassed debtor, 64 
Personnel, 
in the credit relationship, 183-195 
of credit department, 198 
Policies, 
formulation of, by credit manager, 235 
Problems, 401-438 
Profit and Loss Accounts, 
interpretation of, 162 
Profit and Loss Statement, 
form, 137 
Promises to Pay, 38 
Promissory Notes, 39 
Protest, 
of bills of exchange, 56 


Q 
Quick Assets, 
defined, 154 


R 
Ratings, 7 ; 
assignment of, by mercantile agencies, 
76 
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Ratios, 
analyses of, comparison of, 165-182 
preparation for, 166 
capital relationships, 173-175 
classification of, 168-180 
cost of borrowed capital, 180 
cost of total assets employed, 180 
current, 169 
current assets to total assets employed, 
173 
current liabilities 
to net worth, 172 
to total assets employed, 174 
fixed assets to total assets employed, 
173 
long term borrowings to total assets 
employed, 175 
measures of costs of capital, 179 
measures of earnings, 178 
net profit 
to net worth, 179 
to sales, 179 
net worth 
to fixed assets, 172 
to total assets employed, 175 
other assets to total assets employed, 
174 
receivables to inventory, 170 
sales 
to fixed assets, 177 
to inventory, 176 
to net worth, 177 
to receivables, 175 
to total assets employed, 178 
static relationships, 169-173 
total debt to net worth, 171 
velocity relationships, 175-178 
Receivables, 
classification of, 393 
discounting of, 393-395 
relation of receivable companies to com- 
mercial banks, 394 
Receivership, 310-329 
conditions of, 312 
legislation, uniform, 
310 
nature of, 311 j 
receiver, powers and duties of, 313 
Rediscount, 
by Federal Reserve Banks, 374 
eligibility of commercial paper for, 375 
Relationships (See ‘Ratios’’) 
Remittances, 
defective, 275 
Replevin, 287 
Reports, 
of salesmen, 126 
system of, 238 


development of, 


Resale, 284 
Rescission, 284 
Reserves, 


appropriation, 167 
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Reserves—( Continued) 
evaluation, 167 
liability, 167 
Retail Buyer, 
collecting from, 353 
overdue accounts, 354 
Retail Credit, 11 
application for, 343 
authorizing charge purchases, 350 
clearing accounts, 348 
collecting from retail buyer, 353 
collection management, 355 
credit for ultimate consumer, 342 
credit limits, 345 
customer identification, 345 
department organization, 347 
granting of, 342 
manager as a sales builder, 352 
overdue accounts, 354 
returned goods problem, 347 
special features, 341-356 
Returned Goods, 
retail, 347 
Revocable Letters of Credit, 46 
Risk, 
analysis of, 16 


S 

Sales, 

defined, 60 

promotion of, by credit man, 185 

uniform act, 281 
Sales Department, 

credit department, relation of, to, 206 
Salesman, 

as source of information, 125 
Season Datings, 30 
Seasonal Movements, 

effect of on bases of credit, 22 
Settlements (See ‘Composition 

ments’’) 

Shipping Department, 

co-operation with credit department, 210 
Shortage, 

claims for, 272 
Sight Bills, 42 
Special Investigators, 

ledger interchange through, 92 
Statement (See ‘‘Financial Statement’’) 
Statistical Services, 

as source of information, 132 
Stock, 

limited negotiability of, 55 

nature of, 39 
Stoppage in Transit, 283 
Straight Bill of Lading, 58 


Settle- 
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Surplus Accounts, 
interpretation of, 162 


ae 


competition, effect on, 29 
credit, 24-62 
meaning of, 24 
datings, 29 
enforcement of, 236 
geographical considerations, effect of on, 
29 
marketing problems, effect of on, 29 
nature of commodity, effect of on, 27 
net, factors governing length of, 27 
pay-day customs, effect of on, 28 
Title, 
passing of, defined, 61 
Trade Abuses, 269-280 
cancellation of orders, 273 
claims for shortage, 272 
overdue accounts, interest on, 271 
remittances, defective, 275 
unearned discount, taking of, 270 
Trade Acceptances, 46-51 
receivable, defined, 153 
Trade Bills, 42 
Trade Discounts, 32 
Trade Journals, 
as source of information, 131 
Transfer, 
of bills of lading, 58 
Transportation Department, 
co-operation with credit department, 210 
Traveler's Letters of Credit, 43 
Traveling Representatives, 
of mercantile agencies, 74 
Time Bills, 42 


U 


Unconfirmed Letters of Credit, 46 
Uniform Bills of Lading Act, 57 
Uniform Sales Act, 281 

Unpaid Seller's Lien, 282 


Ww 


Warehouse Receipts, 

when negotiable, 58 
Wealth, 

credit, relation of to, 5 
Working Capital, 

additional, sources of, 299 
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Nystrom. THE ECONOMICS OF RE- 
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ods of maintaining positive quality control 
re thereby securing lower costs. 404 pp. 

5.00. 


Sakolski. INVESTMENT. A practical text 
by an analyst of experience covering the 
whole field, treating commercial paper, real 
estate mortgages, bonds and stock, as well 


as the machinery of investment. About 500 
pp. $4.50. 
Saliers. ACCOUNTANTS’ HANDBOOK. 


Reference manual edited by Dr. Saliers. 
Gives in highly condensed form basic in- 
formation covering entire range of accepted 
practice and related subjects. 33 sections— 
law, mathematics, corporations, financial 
statements, valuation, depreciation, finance, 
credits, etc. 1675 pp. $7.50. 


Saliers. DEPRECIATION: PRINCI- 
PLES AND APPLICATIONS. | Exhaus- 
tive discussion from the accounting view- 
point, as regards both balance sheet valuation 
and operating requirements. 590 pp. $5.00. 


Savage. INDUSTRIAL UNIONISM_ IN 
AMERICA. A study of the trend of labor 
organization. 344 pp. $2.25. 
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PRINCIPLES OF FOREIGN 
E. Law policies; government ma- 
chinery; training representatives, technicali- 
ties of packing, shipping, customs, insurance 
and collection. 495 pp. $4.00. 


Scholfield. FILING DEPARTMENT OP- 
ERATION AND CONTROL. Compre- 
hensive study of the problems relating to 
filing from the viewpoint of the responsible 
executive. 318 pp. $3.00. 


Scott-Hayes. SCIENCE AND COMMON 
SENSE IN WORKING WITH_ MEN. 
Science as an aid in employment. Discusses 
tests of capacity and skill; workers’ motives; 
and creation of opportunities. 154 pp. 

2.00. 


Savay. 
TRA 


Scovell. INTEREST AS A COST. Crit- 
ically examines every argument for and 
against the treatment of interest on invest- 
ment asacost. 254 pp. $2.50. 


Shefferman. EMPLOYMENT METHODS. 
Deals with practical work of employment 
manager in factory, office, or store. 573 pp. 
$5.00. 


Simonds. BUSINESS FUNDAMENTALS. 
Methods by which American leaders in 
finance and business have conducted their 
enterprises, formulated in 100 principles. 
221 pp. $2.25. 


Simons. PERSONNEL RELATIONS IN 
INDUSTRY. An introductory survey and 


guide-book to study in its field. 341 pp. 
$3.00. 
Sprague. EXTENDED BOND TABLES. 


Bond yields and prices, normal and effective 
rates. Carried out to 8 decimal places. 
233 pp. $10.00. 


Sprague. THE PHILOSOPHY OF AC- 
COUNTS. An accounting classic dealing 
with the logic of the subject. 183 pp. $2.50. 


Sprague-Perrine. THE ACCOUNTANCY 
OF INVESTMENT. All calculations for 
annuities, sinking funds, simple and com- 
pound interest, bond valuations, amortiza- 
tion schedules, loans, mortgages, etc., with 
illustrative problems. 371 pp. $5.00. 


Stockwell. HOW TO READ A FINANCIAL 
STATEMENT. Deals with balance sheets 
as actually issued by business firms and cor- 
porations. Adapted especially to needs of 
ey men, bankers and investors. 450 pp. 

4.50. 


Taylor (F. M.).. PRINCIPLES OF ECO- 
NOMICS. The fundamental theory of the 


subject. 587 pp. $3.00. 


Taylor (P. S.).. THE SAILORS’ UNION 
OF THE PACIFIC. Based on records of 
government bodies, ship-owners’ associa- 
tions, and unions.. 188 pp. $2.50. 


Tipper. HUMAN FACTORS IN INDUS- 
TRY. Discussion of background, psy- 
chology, and conditions of present-day in- 
dustrial society. 280 pp. $2.00. 


Tipper - Hotchkiss - Hollingworth - Par - 
sons. ADVERTISING: ITS PRINCI- 
PLES AND PRACTICE. Working man- 
ual covering advertising economics; market 
analysis; planning campaigns; choosing 
media; preparing copy; designing display; 
organization of advertising work. 579 pp. 
$5.00. 


Tipper - Hotchkiss - Hollingworth - Par - 
sons. THE PRINCIPLES OF ADVER- 
TISING. A textbook for colleges based on 
the larger work, ‘‘Advertising,’’ by the same 
authors. 460 pp. $4.50. 


Todman. WALL STREET ACCOUNTING. 
Accounting and auditing procedure of stock, 
cotton, and produce exchange brokers. 352 
pp. $6.00. 


Trottman. HISTORY OF THE UNION 
PACIFIC. The first transcontinental rail- 
road—a vivid and detailed account of its 
construction, exploitation, receivership, and 
rehabilitation. 412 pp. $5.00. 


Wade. SCALES AND WEIGHING: THEIR 
INDUSTRIAL APPLICATIONS. Weigh- 
ing machinery of all types, especially as ap- 
plied to business and manufacturing opera- 
tions. 473 pp. $6.00. 


Walter. THE RETAIL CHARGE AC- 
COUNT. Credit methods of leading retail 
stores described by the heads of 16 credit 
departments. 264 pp. $3.00. 


Walton - Finney. MATHEMATICS OF 
ACCOUNTING AND FINANCE. Deals 
with more advanced problems of business 
than the ordinary business arithmetic. Covers 
all mathematics required by accountant and 
financial man. 274 pp. $4.00. 


Ward. AMERICAN COMMERCIAL 
CREDITS. The commercial letter of 
credit, from legal and financial standpoints. 
278 pp. $2.50. 


Westerfield. BANKING TEXT. College 
textbook covering the entire subject; money 
and credit; national and state systems; in- 
ternal bank organization; foreign exchange. 
800 pp. $4.75. 


Whitehead. PRINCIPLES OF SALES- 
MANSHIP. A practical manual. The 
selling talk; the approach and interview; 
winning good-will; cultivating the character- 
aes of the successful salesman. 378 pp. 
2.50. 


Wilder - Buell. PUBLICITY. Comprehen- 
sive discussion of the means by which or- 
ganizations or movements can win favorable 
public attention. 271 pp. $2.75. 
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Wilkes - York - Terrill. ELEMENTARY 
TRAINING FOR BUSINESS. Textbook 
for high schools and continuation schools, 
covering in sequence the work of typical 
office positions. Extensive practice material. 
370 pp. $1.60. Practice set, $1.80. 


Willis. THE FEDERAL RESERVE SYS- 
TEM. Complete first-hand account. Pas- 
sage of the Act; organization of the system; 
political and other influences; critical study 
of workings to date. 1765 pp. $10.00. 


Willis-Byers. PORTLAND CEMENT 
PRICES. Detailed analysis of what deter- 
mines current prices and price levels in the 
Portland cement industry. 123 pp. $1.25. 


conn idge. ELEMENTS OF ACCOUNT- 
ING. A college text for students taking 
only one year of the subject, stressing its 
relations to economics. About 450 pp. 
Price to be announced. 


Woods. UNIFIED ACCOUNTING METH- 
ODS FOR INDUSTRIALS. Full working 
details for bringing accounting figures of 
manufacturing concerns into well-organized, 
summarized form enabling positive control. 
484 pp. $6.00. 


York. INTERNATIONAL EXCHANGE. 
Gives thorough grounding in principles and 
illustrates in detail practical methods of for- 
eign trade financing. 600 pp. $5.00. 


Young. STATISTICS AS APPLIED TO 
BUSINESS. A college text discussing sta- 
tistical methods, giving the procedure for 
building up and directing a statistical de- 
partment in a business concern. About 650 
pp. Price to be announced. 


RONOGRAPH LIBRARY. Handy quick- 
reference manuals, 5 x 7 inches in size, 
averaging about 100 pages in length. Each 
volume treats intensively one specific topic 
or common problem of business practice, 
thus supplementing the text covering the 
field in question. $1.25 each, cash with 
order, The titles now available are: 


Ackerman-N euner—Credit Insurance (No. 12) 
Aliman—Cash Records (No. 20) 
Altman—Recording Sales Transactions (No. 23) 
Bartlett—Employment Records (No. 30) 
Beach—Twenty Twenty-Minute ees. in 
Bookkeeping (No. 19) 
Beurdsley—The Circular Advertising Depart- 
ment (No. 22) 
Blackman—Business Mail (No. 3) 
Brewster—Analyzing Credit Risks (No. 6) 
Brewster—Bankruptcy (No. 29) 
Brown—Statistical Typewriting (No. 14) 
Dulin—Collection Letters (No. 2) 
Dulin—Credit Letters (No. 1) 
Fitting—Report Writing (No. 9) 
Flaherty—How to Use the Dictionary (No, 18) 
Gaines—The Art of Investment (No. 15) 
Galloway—Organizing the Stenographic Depart- 
ment (No. 8) 
Galston—Security Syndicate Operations (No. 


33) 
Giles—5S00 Answers to Sales Objections (No. 5) 
Greeley—Estate Accounting (No. 24) 
Griffiss—The New York Call Money Market 
(No. 32) 
Hallman—Organizing the Credit Department 
(No. 27) 
Kester—Depreciation (No. 28) 
Lord—A Plan for Self-Management (No. 34) 
Nicholson—Profitable Management (No. 10) 
Parker—Office Etiquette for Business Women 
(No. 31) 
Patterson—Borrowing from Your Bank (No. 17) 
Pinkerton—Accounting for Surplus (No. 21) 
Sakolski—Elements of Bond Investment (No. 7) 
Scammell—Use of the Telephone in Business 
(No. 25 
Scott—Influencing Men in Business (No. 13) 
Shidle—Finding Your Job (No. 11) 
Swindell—Newspaper Accounting (No. 16) 
Wallace—Filing Methods (No. 4) 


MANAGEMENT AND ADMINISTRATION 
—IN MANUFACTURING INDUSTRIES. 
A magazine published for those responsible 
for managerial contro! and direction of pro- 
duction, sales, and financial activities; also 
departments on news of equipment, and index 
of current literature on management. Size 
9x 12 in. About 1000 pp. annually. 50c 
per copy. $5.00 per year, domestic or foreign. 


THE RONALD PRESS COMPANY 
New York 
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